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THE SUBSTITUTION EFFECT IN VALUE THEORY 


I 


Tue Slutsky—Hicks theory of value is based on a fundamental 
equation which divides the effect of any price change on demand 
into two parts—that due to change in real income (the income 
effect) and that due to change in relative prices with real income 
constant (the substitution effect). The theory is expressed 
mathematically in terms of derivatives, t.e., rates or directions of 
change. Most economists, however, cannot operate at all easily 
in these terms. In expounding and applying the theory, they 
throw it into diagrammatic form, in two (or perhaps in three) 
dimensions, and allow the hypothetical consumer to jump from 
one situation to another, as represented by two distinct points on 
the diagram. Hicks himself does this in the text of Value and 
Capital, confining the mathematical exposition to an Appendix. 
As Mosak has pointed out, Hicks gets into difficulties in two ways. 
There is first a difference according as the income effect is taken 
first and then the substitution effect, or conversely (cf. Mosak’s 
Figs. 1 and 2), and secondly, a difference according to the specific 
interpretation given to the substitution effect (cf. Mosak’s Figs. 2 
and 3). These difficulties arise solely because of the attempt to 
translate the fundamental equation into diagrammatic terms with 
finite changes in prices and income. 

While Hicks was developing his theory, Samuelson was making 
progress on another tack. He is quite prepared, indeed anxious, 
to found the theory of value on finite changes by modifying and 
extending the Slutsky-Hicks fundamental equation. He also 
wishes to divorce the theory from any initial assumption of a scale 
of preferences or an (ordinal) utility function. Consequently, his 
diagrammatic representation includes no familiar indifference 
contours and his development is not easily appreciated by those 
accustomed to think in terms of indifference maps. 


1 Hicks, Value and Capital, 2nd edition, Mathematical Appendix, pp. 305-14. 

2? Mosak, ‘‘ On the Interpretation of the Fundamental Equation of Value 
Theory,” in Studies in Mathematical E. ics and Econometrics (ed. Lange, 
McIntyre and Yntema). 

3 Samuelson, ‘‘ The Problem of Integrability in Utility Theory,’’ Economica, 
November 1950, and the earlier references there quoted. 

No. 240.—vVoL. Lx. xx 
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If the theory of value is not to fall again into a state of con- 
fusion, it is time we resolved these difficulties and differences.1 
The following development is an attempt at consolidation. It 
starts by recognising the facts that economists think in terms of 
finite changes in prices, income and other variables and that they 
prefer to have diagrammatic representations in two dimensions, 
bringing in later the complications of more than two dimensions. 
It leaves it open at first whether to assume, for purposes of 
exposition, the existence of an indifference map, and it brings out 
later the relevance of the map. 


II 


The basic construction in two dimensions is shown in Fig. |. 
There are two commodities X and Y, of which Y can be taken as 


v4 
\ 
\ biol p3 
\ : 















Fie. 1. 


numeraire. The price of X in terms of Y is denoted by p and 
income (again in terms of Y) by M. For an individual consumer, 
the income effect is easily represented. Fix p and let M increase ; 
then the demands for X and Y will vary along some curve in the 
(XY) plane. There is one such curve, called by Hicks the “ in- 
come-consumption curve,” for each price p fixed, and Fig. 1 shows 
three curves corresponding to prices p,, D2, P3 (Pi < Po < Ps): 
The curves will generally proceed in the N.E. direction, X and Y 


1 They appear also in the theory of production, cf. Makower and Baumol, 
““The Analogy between Producer and Consumer Equilibrium Analysis,” 
Economica, February 1950. 
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both increasing with M, as shown for the curves p, and pg, in 
Fig. 1. Itis possible, however, that some of the curves may take 
the form shown by p, in Fig. 1, in which case X is an inferior 
commodity, and X will decrease while Y increases with M, at 
low income levels. In Samuelson’s terms, a higher point (corre- 
sponding to a higher income) on an income—consumption curve is 
revealed to be preferable to a lower point on the same curve. 
The consumer is “ better off ” with the higher income; he could, 
if he desired, continue to buy the combination of commodities 
bought at the lower income. There is nothing more which can 
be said about the income effect. The income—consumption 
curves are (ideally) observable phenomena, and simply express 
the demand reactions of the consumer to changing income, price 
fixed.! 

The diagrammatic interpretation of p and M is by means of a 
“price line’’ AB (Fig. 1). Given p and M, the consumer can 
acquire only those combinations of X and Y shown by points on 


AB, where OB is M and OA is > The (negative) slope of the 


line AB is p. If p is fixed (say p,) and M increases, then the 
line AB of slope p, moves parallel to itself in the N.E. direction. 
Each point P, P',... on the p, income-consumption curve 
lies on one of these parallel lines. What can be said about these 
points? Following Samuelson, we can say simply that P is 
revealed to be preferable to all other combinations on AB (which 
can be bought with the same income at the given price). If we 
assume an (ordinal) preference scale for the consumer, then we 
can insert a set of indifference curves, shown as broken curves in 
Fig. 1. The point P can then be interpreted as the point where 
the given line AB touches an indifference curve, t.e., the income- 
consumption curve is the locus of points where the price line, 
moving parallel to itself, touches indifference curves. This does 
not add anything, except perhaps for purposes of exposition. 

It should be noted that there is no difficulty in handling finite 
changes in income. As income increases from M (= OB), the 
direction of change of demand is along the income-consumption 
curve from P. If income increases from M (= OB) to M1 (= OB), 
then demand changes from that at P to that at P4. It is im- 


‘ec 


material whether we hop direct from P to P* or move “ con- 

1 What is required of consumer’s demand is that the demand for each com- 
modity is a single-valued, continuous function of prices and income, which can be 
inverted to give prices and income each as a single-valued, continuous function of 
the demands. This ensures a set of non-intersecting income—consumption curves 
of the form illustrated. 
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tinuously ” along the curve between these points. Further, there 
are no difficultics about extending into three (or more) dimensions. 
There are now three commodities, and the parameters are two 
(relative) prices and income. The income-consumption curves 
become curves in three dimensions, while the price lines are 
replaced by price planes. Each of the points P, P!,... on 
an income—consumption curve is revealed to be preferable to all 
other points on the appropriate price plane. If we assume an 
(ordinal) preference scale and integrability, then P, P}, . . . are 
points where a parallel set of price planes touch the indifference 
surfaces. But, again, there is nothing much to be gained from the 
extra assumption at this stage. 


YA 
1 
D 


| 

| 

| 
D2 \ 
\ 












oO C2 ¢ CG Ax 
Fig. 2. 


The difficulties arise at the next stage, in the attempt to 
define and interpret the substitution effect. Here relative prices 
change and real income is held constant. But what is meant by 
constant real income? The two-dimensional construction is 
shown in Fig. 2. In the initial position the price of X (in terms of 
Y) is p, and the consumer’s income is M = OB; the demands of 
the consumer are represented by the point P, on the income- 
consumption curve p, and on the price line AB with (negative) 
slope p,. The price now changes to p,. The consumer shifts to 
some position on the income—consumption curve p,; which 
position depends entirely on his income in the new situation. 
The whole problem of defining the substitution effect is to fix a 
move which maintains the consumer’s real income. If the price 
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change is an increase in price (as illustrated in Fig. 2), then income 
in terms of numeraire Y must increase to maintain real income. 
The new price line with (negative) slope p, must cut the vertical 
axis above B, as do CD, C,D, and C,D, in Fig. 2. How much 
must income increase from M = OB? In Slutsky’s terminology, 
what compensating income change from OB is needed to offset the 
price change ? 

We are not starting with any assumption of a preference scale, 
and we cannot answer this question right away. We can, how- 
ever, place limits on the compensating income change. One 
move is from P to Q, on the price line C,D, with (negative) slope 
P_, which passes through P. The consumer’s income is then 
increased from OB to OD,. With this income and with the new 
price p., the consumer could continue to buy the quantities repre- 
sented by the point P; in fact, he prefers to buy the quantities 
represented by the point Q,. In Samuelson’s terms, Q, is revealed 
to be preferable to P and the consumer is “ better off ” as a result 
of the shift. The increase in income from OB to OD, over- 
estimates the compensating income change. 

Another move is from P to Q, on the original price line AB. 
The new price line through Q, is C,D, and the consumer’s income 
is increased from OB to OD,. With this income and the new 
price pz, the consumer would buy the quantities represented by 
Q,.. He could have bought these same quantities with the 
original income at the original price; in fact, he then preferred to 
buy the quantities represented by P. Following Samuelson, we 
say that P is revealed to be preferable to Q, and the consumer was 
“better off ’’ before the shift. The increase in income from OB 
to OD, under-estimates the compensating income change. 

We have now : Q, is revealed preferable to P, and P is revealed 
preferable to Q,. What we wish to say is that Q, is revealed 
preferable to Q,, and that under no circumstances can Q, be 
revealed preferable to Q,. This is in fact the basic assumption of 
value theory to which Houthakker and Samuelson are led.! 
If this basic assumption is made, then we can be certain that Q, 
is higher than Q, on the income—consumption curve, that income 
OD, is greater than income OD,, and that we have genuine limits 
to the compensating income change. 

In addition, as Houthakker and Samuelson show, the basic 
assumption implies integrability, i.e., the existence of an (ordinal) 


1 Houthakker, ‘‘ Revealed Preference and the Utility Function,’’ Hconomica, 
May 1950; Samuelson, ‘‘The Problem of Integrability in Utility Theory,” 
Economica, November 1950. 
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preference scale which can be represented by a system of in- 
difference curves (in the two-dimensional case here illustrated) 
or indifference surfaces (in more than two dimensions). Hence, 
we can now assume an indifference map however many dimensions 
(commodities) we take. In Fig. 2 the indifference curve through 
P cuts the income-consumption curve p, at Q; the price line CD 
is tangential to the indifference curve at @. The move from P to 
Q corresponds to constant real income in the sense that the 
consumer is equally well off at P and at Q. The compensating 
income change is thus from OB to OD; the substitution effec’ on 
demand is shown by the shift from P to Q. 

It is one thing to assert the existence of the indifference curve 
and the point Q; it is another to say that we can use them in 
practice to measure and apply the substitution effect. Following 
Samuelson, we can go so far as to say that, by judiciously varying 
price and income, we can get from observable data an approxima- 
tion to the indifference curve, either just superior to it, or just 
inferior to it. That is, we are approximating to Q by means of 
points like Q, and Q,; if we can choose our own steps in varying 
price and income, we can make them small and numerous enough 
always to keep Q, and Q, close to Q@. Whatever we do, however, 
we must rely on limits to Q. If we only have the two prices p, 
and pz», then the particular limits Q, and Q, are all we have for Q. 

Making the Houthakker-Samuelson assumption, we reach the 
following conclusion on the substitution effect. The price 
increases from p, to p, and the consumer shifts from the initial 
position P to some position on the p, income—consumption curve. 
The particular shift which leaves real income unchanged is from 
P to Q along an indifference curve, the price increase being com- 
pensated by an increase in income from OB to OD. The substitu- 
tion effect on demand is shown by the changing co-ordinates of 
P and Q. In practice, given only the two price situations, Q 
cannot be identified except as lying between limits Q, and Q,; 
the compensating income increase is only fixed as lying between 
BD, and BD,. 

Since the Houthakker-Samuelson assumption implies integra- 
bility, the conclusion extends at once to three (or more) commo- 
dities. From an initial point P in commodity space, the 
consumer shifts to some point on a new income—consumption 


1 Historically, each of the three shifts from” P to Q, Q, and Q, has been 
described as a compensated price change. Hicks in the text of Value and Capital 
uses P to Q; Slutsky had in mind the shift from P to Q,, and Samuelson’s first 
exposition took P to Q,. 
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curve as the relative prices change. The indifference surface and 
the two price planes through P cut this curve in three points (Q, 
Q, and Q,). The substitution effect again corresponds to a shift 
from P to a point on a curve between two identifiable points Q, 
and Q,. The only difference is that the curve is in three (or more) 
dimensions instead of two. 

The fact must be recognised that a compensated price change 
(i.e., the substitution effect) can be identified only within limits. 
But it turns out to be a fact of little significance as regards 
observable properties of consumer’s demand. There is only one 
general and observable feature of the substitution effect on 
demand, and it is independent of whether the substitution effect 
is taken as a shift from P to Q,, from P to Q, or from P to any 
position between Q, and Q,. It remains to see what this 
property is. 

In the case of a single commodity X and numeraire Y, illustrated 
by Fig. 2, the general property is that all positions from Q, to Q, 
lie to the N.W. of P when there is an increase in the price of X 
relative to Y. The demand for X falls when the price of the 
commodity rises and when theze is a compensating increase in 
income of amount anywhere between the two limits. Conversely, 
the demand for X rises when there is a compensated fall in the 
price of X. This property can be written : 

ApAz <0 
where Az is the change in demand for X consequent upon a com- 
pensated price change Ap. As is shown algebraically below, the 
property can be generalised to the case of any number (n) of 
commodities and appears : 


LAp,Ax, < 0 
where Az, is the change in demand following a compensated price 
change Ap, (r=1, 2,...m). The compensating income 


change can be that corresponding to Q,, to Q, or to any position 
between these two. 

This property expresses all we can know in general about the 
substitution effect on demand. Very broadly, it implies that 
on balance demands will fall when prices rise with a compensating 
rise in income. More strictly, if at least one price rises and 
no prices fall, then the demand for at least one commodity (among 
those which have risen in price) must fall. The price rise must 
be compensated by an income rise, but this compensation can be 
anywhere between the two identifiable limits. As a particular 
case, if the price of only one commodity changes (with a com- 
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pensating income change), then the demand for the commodity 
changes in the opposite sense to the price. 

Two final points can be made. First, the shifts from P to Q, 
and Q, differ for any finite price change. But, if we are consider- 
ing only the direction of change for the point P, then the com- 
pensated price change is unique; Q, Q, and Q, all coincide in the 
limit as Q approaches P. So the fundamental equation in 
derivative form, as given by Slutsky—Hicks, is unambiguous as an 
indication of direction of change. It is only when a finite jump is 
made from P that we have to be clear as to how the jump is made. 
Second, the problem of the compensating income change is exactly 
that encountered in index-number theory. By definition, the 
price index is the ratio of the “ compensating ” income to the 
initial income, and the “ compensating ” income is that which 
leaves the consumer equally well off in the new price situation. 
In terms of index numbers, our conclusion is that a price index 
can be defined; however, given only two price situations, it 
cannot be measured but only approximated by one limit or 
another. This is familiar ground. The jump from P to Q, 
corresponds to the Laspeyres form of the index—the consumer 
getting better off by an income compensation which would permit 
him to continue to buy the initial quantities. The jump from P 
to Q, corresponds to the Paasche form of the index—the consumer 
getting worse off since the income compensation confines him to 
quantities which he could have bought initially. 


Ill 
The general analytical development for » commodities X,, 
X, ... X, is as follows. In the initial situation the prices are 
pir =1, 2,... mn) and the consumer’s income is M. The 
consumer’s demands are z,(r = 1, 2,... 7). 
So M = <p,x, Pre who) eco 


where = extends overr = 1 tor =n. 
In asecond situation, let the prices be (p, + Ap,), the demands 
(x, + Az,) and the consumer’s income 


M + AM = X(p, + Ap,)\(a, + Ary) . . . . (2) 
So, from (1), 


AM = %p,Az, + DAp,r, + DAp,Ar, . . (3) 


Assume, first, Samuelson’s “‘ weak axiom’ (Economica, 
November 1950) implying consistency of preference as between 
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two situations only. Then there are two approximations to 
compensated price changes : 


Case A. This is the Laspeyres Case, corresponding to Q,, of 
Fig. 2. The income of the second situation is such that the 
initial quantities can still be bought at the second prices : 


M + AM = X(p, + Ap,)a, 
i.e., from (2) 
S(pp + Ap)Ae=0 . . . . (Al) 


The second situation is preferred to the initial, i.e., the second 
quantities cost more than the initial quantities at the initial 
prices : 

Xp-(a, + Az) > Upw, 
i.€., lnaee>O . « » « « EF 


So from (Al) and (A2) 
Tinte ce «+. s+ 

and from (A1) and (3) 
AM =ZXApa . . . (A4) 


Case B. This is the Paasche Case, corresponding to Q, of 
Fig. 2. The income of the second situation is such that the 
quantities demanded at this income can be bought at the initial 


prices and income 
M = Lp-(x, + Az;) 
i.e., from (1) 
X<p,Az, = 0 e iden 


The initial situation is preferred to the second, i.e., the initial 
quantities cost more than the second quantities at the second 
prices : 

X(pr + Apr), > X(pr + Apr)(ar + Az,) 
i.€., X(pr + Apr)Aty <0 . . . . (B2) 


So from (B1) and (B2) 
DTApAyw<0O . . . . (B3) 

and from (B1) and (3) 
M =XAp(xz,+ Az) . . . (B4) 


_ Now, assume Samuelson’s “strong axiom” (Economica, 
November 1950) implying consistency of preference for a series of 
situations and hence integrability. This permits us to take 
Cases A and B together, (A4) giving an upper limit and (B4) a lower 
limit to the compensating income change. Further, the true 
compensated price change can be defined : 
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Case C. This corresponds to Q of Fig. 2. 

The income of the second situation is such that the quantities 
demanded are on the same indifference level w(x,, 2, . . . %) = 
constant as the initial quantities. The initial situation is pre- 
ferred at the initial prices, and so the second quantities cost 
more than the first quantities at these prices : 

Xp,(x, + Ax,) > Lapp, 

i.e., Sefe>e@ . «ww CH 
Similarly the second situation is preferred at the second prices : 
X(pr + Apr)(xe + Ary) < U(p, + Ap,)ay 
1.€., X(pr + Ap)Azr <0 . . . . . (C2) 

So from (C1) and (C2) 


thee, <0 2. . « e et 6D) 
and from (C1), (C2) and (3) 
LAp,-(x, + Azr), << AM < TApax, . (C4) 


Collecting the results (A1) to (C4) together, we find three cases 
where the change in prices is compensated by a change AM in 
income in such a way as to give the fundamental inequality : 


LAp,Az, < 0. 
The three compensating changes are : 











Case A Case B Case C 
(Laspeyres). (Paasche). (Indifference). 
xp,Ax, . . . > 0 = 0 > 0 
X(p, + Ap,) Az, =0 <0 <0 
AM 3 M a LAp,z, LAp,(x, + Az,) | Between DAp,(xz, + Az,) 
and LAp,z, 








In the above table, Az, refers to a particular shift and differs 
from one column to another. The shift is from P to Q, for Case A, 
to Q, for Case B and to Q for Case C. The Az,(r = 1, 2,...n) 
are observable in Cases A and B; the Ap,(r =1, 2,... n) 
are given by the postulated price change. 

The price-index-number problem can be expressed as follows. 
The compensating income change AM is limited by the values of 
Cases A and B: 

LAp,(a, + Ax) << AM < TAp,«, 
where Az, corresponds to the shift from P to Q, for which 
xp,Ax, = 0. 
So X(p, + Apr)(ar + Ar) < M+AM < X(pr + Apr), 





Lp-(2r + Az,) M Up,Xy 
since M = Xippt, = Xp,-(ay + Azz). 
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Changing the notation so that po, x, refer to the first situation (P) 
and p,, x, to the second (Q,), we have the limits for the price index 
Tox: 
Up ry Lp Xo 
Upohy UPoro 
Here x, corresponds to the particular demands at the p, prices for 
which 





<Iy, < 


UpPort, = UPoro- 
The actual demands of the consumer in the second situation have 
no relevance; they correspond to some change in real income in 
addition to the substitution effect. This is precisely the position 
taken by Staehle.* 

The Slutsky-Hicks theory, in the form developed in the 
Appendix to Value and Capital, appears as the limiting case of the 
above development, finite changes in prices and income being 
replaced by differential changes (i.e., directions of change). Any 


price change dp,(r = 1, 2, . . . m) is compensated by the income 
change 
dM = <X2,dp, 
and we have (Cases A, B and C all coinciding) : 
xpdxz, = 0 
‘ (4) 
On, Ox, 
Also dz, = I dp, + ay OM 
Ox, Ox, 
= 35, + egy). 
= rs Ds 


Ox, a — 
where 2,,; = ap, + tsa 38 Hicks’ substitution term, 
All the properties of x,, are derivable from the conditions (4), 7.e., 


from 
Lup-z,dp, = 0 
rs 


xX=2,dpdp, < 0 


for any price changes whatever. 
R. G. D. ALLEN 
London School of Economics. 


1 Staehle, ‘‘ A Development of the Economic Theory of Price Index Numbers,” 
Review of Economic Studies, June 1935. 














THE PREMIUM ON U.S. DOLLAR SECURITIES 


CoMPARATIVELY few people are aware of the existence before 
their eyes of a phenomenon which is unusual in these days of 
government control—a pure equilibrium price, in the disembodied 
form of the premium on U.S. dollar stocks on the London Stock 
Exchange. 

This dollar premium, as it is usually if elliptically called, has 
not attracted all the attention it deserves, partly because it has 
existed in its present context only since October 1947, and partly 
because the surrounding technicalities have concealed its inter- 
esting theoretical implications. This survey therefore sets out to 
explain the characteristics and working of the dollar premium, 
its history, the reasons for its existence, why it is uniform and the 
way its size is determined. 


THE NATURE OF THE DOLLAR PREMIUM 


Fach day there appears in the Stock Exchange Daily Official 
List a single quotation, thus: “U.S. dollar securities : premium 
on United States quotations, 16%.’ This premium is the per- 
centage addition to an American price of a security converted into 
sterling at the official rate of exchange. It applies equally to all 
American stocks other than those particular holdings placed at the 
Treasury’s disposal in 1941 and pledged against the R.F.C. loan. 
If a share is quoted in New York at $100 when the premium here is 
17% and the official rate of exchange is $2-80, the sterling value of 
that share in £s in London, and the price (subject only to dealing 
expenses) at which it changes hands, is £[(100 + 17)% x $100 ~ 
$2-80], or £41-8. In practice, the latter price would be written 
as $209 London, owing to the stock’exchange convention of ex- 
pressing prices of American securities in London dollars having a 
fixed value of $5 London = £1. 

The dollar premium can also be described as the percentage 
addition to the sterling cost at the official exchange rate of a U.S. 
dollar, and a special rate can therefore be worked out which con- 
solidates the premium and the official rate. The resulting figure is 
the British market rate for securities dollars, which are U.S. dollar 
values held in the form of American securities in U.K. ownership. 
Given the premium and the official rate, the calculation is : 


official rate of exchange in $ per £ _ rate of securities 
(100 + premium) ~ dollars per £ 


100 x 











London Premium on U.S. Dollar Securities 


Weekly, October 1947-September 1950 * 
(Official exchange rate: $4.03 = £1 to September 18, 1949, $2.80 thereafter) 
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Premium,| Securities Premium,) Securities 
Date. %, $, per £. Date. 9%. $, per £. 
1947 Oct. 1 10 3-66 1948 Sept.15] 29 3-12 
2 15+ 3-50— 22 29 3-12 
3| 16-17 | 3-44-3-48 29 29 3-12 
6 | 18}-20} | 3-35-3-40 Oct. 6 30 3-10 
7\upto18| 342+ 13 29 3-12 
8| 15-17 | 3-44-3-50 20 30 3-10 
9| 12-14 | 3-64-3-60 27 29 3-12 
10| 12-14 | 3-54-3-60 Nov. 3 28 314 
10 31 08 
15 | 12-13 | 3-55-3-60 || 17 31 3-08 
22 | 11-12 | 3-60-3-63 || 24} 30 3-10 
29 | 10-14 | 3-54-3-66 || Dec. 1 32 3-05 
Nov. 5| 15-17 | 3-44-3-50 8 31 3-08 
12| 15-16 | 3-48-3-50 15 31 3-08 
19 | 144-16 | 3-48-3-52 22 32 3-05 
26 | 16-17 | 3-44-3-48 29 33 3-03 
Dec. 3| 17-18 | 3-42-3-44 
10 16 3-48 
17 16 3-48 1949 Jan. 5| 32 3-05 
24 19 3-38 12 32 3-05 
a ee ae | & 
1948 Jan. 7 18} 3-40 ~— || Feb. 2 30 3-10 
14] 22 3-30 || 9| 29 3-12 
21 s 3-22 16} 25 3-22 
28 23 3-26 23 27 l 
Feb. 4| upto 29| 3-12— Mar. 2 27 3-17 
11 224 3-29 9 26 3-20 
18 214 3-32 16 25 3-22 
25 23 3-28 23 24 3-25 
Mar. 3 25 3-22 30 24 3-25 
10 25 3-22 Apr. 6 25 3-22 
17 26} 3-19 13 29 3-12 
St | 3 ee | Se 
: | May 4 32 3-05 
3-13 |i 11 33 3-03 
3-18 18| 34 3-01 
3-16 25| 33 3-03 
3-12 June 1 33 3-03 
3-01 8 34 3-01 
3-02 15 34 3-01 
2-99 22| 33 3-03 
2-99 29| 33 3-03 
2-99 July 6 34 3-01 
3-01 13 35 2-99 
3-11 20 35 2-99 
3-12 27 36 2-96 
3-19 Aug. 3| 35 2-99 
3-19 10| 35 2-99 
3-20 17 36 2-96 
3-28 24| 36 2-96 
3-21 31 36 2-96 
3-24 Sept. 7 36 2-96 
3-22 
3-17 
3-16 
3-05 
3-16 
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London Premium on U.S. Dollar Securities—continued 








Premium,| Securities Premium,} Securities 
Date. 9%, $, per £. Date. 9%, $, per £. 
1949 Sept. 19 8t 2-59 1950 Mar. 15 15 2-44 
20 4 2-69 y 15 2-44 
21 5 2-60 29 15 2-44 
Apr. 4 16 2-41 
28 11 2-52 12 15 2-44 
Oct. 5 12 2-50 19 16 2-41 
12 14 2-46 26 16 2-41 
19 13 2-48 May 3 16 2-41 
26 12 2-50 10 17 2-39 
Nov. 2 16 2-41 16 18 2°37 
9 21 2-31 24 16 2-41 
16 17 2-39 31 15 2-44 
28 18 2-37 June 7 13 2-48 
30 18 2-37 14 ll 2-52 
Dec. 7 16 2-41 21 12 2-50 
14 16 2-41 28 11 2-52 
21 14 2-46 July 5 ll 2-52 
28 14 2-46 12 12 2-50 
1950 Jan. 4 14 2-46 19 12 2-50 
14 13 2-48 26 12 2-50 
18 14 2-46 Aug. 2 13 2-48 
25 15 2-44 9 13 2-48 
Feb. 1 13 2-48 16 14 2-46 
8 13 2-48 23 13 2°48 
15 13 2-48 30 11 2°52 
22 13 2-48 Sept. 6 11 2-52 
Mar. 1 14 2-46 13 12 2-50 
8 15 2-44 




















* Daily, October 1-10, 1947, and September 14-21, 1949. Devaluation of 

sterling was announced Sunday, September 18, 1949. 

+ Unofficial, from Financial Times. 
Sources : 

October 1-10, 1947: Financial Times market reports. 

October 15, 1947, to March 31, 1948: Direct estimates from comparisons of 
London prices and English equivalents of New York prices of four leading 
equities. The results are approximate only, and do not cover the full range 
of the premiums. 

April 7-September 8, 1948: I tors Chronicl 

September 15, 1948 and after: Stock Exchange Daily Official List, as quoted in 
the Financial Times. 





For instance, with a premium of 17%, the securities dollar rate 
becomes $2-39, and the effect is that the sterling price of a U.S. 
share in Londor is the same as if the original American price were 
converted at the securities dollar rate instead of the official rate. 
Since the dollar premium and the securities dollar are different 
expressions of exactly the same concept, the terms are used 
indifferently in the following analysis. 


History OF THE SECURITIES DOLLAR 


Between the beginning of the war and October 1947, a few 
specific overseas non-sterling securities remaining unrequisitioned 
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could be bought and sold between British residents at a negotiated 
sterling price which differed from the foreign price converted at 
the official rate. But the premium or discount was not uniform 
for all stocks denominated in any one currency, as it depended on 
the relationship between the supply of and the demand for specific 
holdings already in British ownership. 

In October 1947, a considerable measure of freedom in dealing 
wasrestored. The position since then has been that, under licence, 
foreign (i.e., non-sterling) securities may be exchanged without 
restriction between U.K. residents. Foreign securities can also be 
sold overseas if the proceeds are at once surrendered to the 
Treasury at the official rate (provided, of course, that the proceeds 
can in fact be repatriated here, like U.S. dollars), or re-invested } 
promptly and fully in other stocks in the country of the currency in 
which the original security was expressed. Thus British investors 
can neither retain a balance of foreign currency, nor acquire any 
for net purchases abroad other than through the re-investment of 
sales proceeds. 

It was some little time before the full possibilities of these 
changes were grasped and the technicalities worked out. Only at 
the beginning of 1948 did a uniform premium become the rule, and 
not until September 1948, when the Inland Revenue first required 
inclusion of the U.S. dollar premium in valuations for probate, did 
the dollar premium become officially quoted in the Stock Exchange 
Daily Official List in its present form. The way in which the dollar 
premium has fluctuated in the course of its existence is shown in 
the accompanying table, which gives also the rate for the securities 
dollar corresponding to each premium. 


Wuy THE DoLuAR PREMIUM EXISTS 


Those who erroneously believe a securities dollar or pound to 
be equivalent to a monetary dollar or pound were apt before 
September 1949 to regard the dollar premium as the extent to 
which the official rate of exchange overvalued sterling. Yet the 
eventual 30-5% devaluation of the pound was in greater propor- 
tion than had been expected, and the dollar premium should under 
this argument have disappeared. But there has always been a 


1 Re-investment facilities overseas do not apply to Canadian shares or to 
those U.S. shares in the R.F.C. deposit, though such securities can be bought 
and sold between British residents. Canadian stocks can be sold in Canada, 
and the proceeds sold to the Treasury. Holdings in the original R.F.C. deposit 
can be sold direct to the Treasury. Newly acquired holdings of R.F.C. stocks 
enjoy the usual switching facilities. 
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premium of some sort, although for a few days it fell to a very low 
level. 

The reason is that the dollar premium consists broadly of two 
groups of factors: exchange factors which are fundamental to 
all transactions in American shares, and the technical factors 
which reflect the investment merits of American shares in the aggre- 
gate or individually. Although these different influences seem to 
have worked in the same direction most of the time, it does not 
necessarily follow that they must always pull the same way, for a 
dollar premium is the resultant of different stresses, some of which 
may give rise to a premium and some to a discount when working 
in isolation. (A net discount can arise in theory, but not in 
practice, so long as dollar sales proceeds can be repatriated here 
and sold to the Treasury at the official rate.) 

Exchange factors : (i) Official exchange rate. British investors 
are collectively interested in the official rate of exchange prin- 
cipally because that is the rate at which income is convertible. 
While income is not the only consideration in the short run, the 
capital values which affect even the speculator rest in the last 
analysis largely upon the expectation of future income by the 
person who buys from the speculator at one or more removes. 

Now the income from a foreign security can, at any rate on the 
short view, be regarded as fixed, and the price of the stock in the 
principal market in which that stock is traded is the norm to which 
prices in subsidiary markets would tend, given free exchange rates 
and international security dealings. Under exchange control, a 
premium or discount here on the shares of any overseas country 
means that there is a disparity between the exchange rate at which 
the capital is bought and that at which the income is converted, 
and hence a difference in yield arises as compared with the local 
market. 

If a foreign currency is thought to be generally under- or over- 
valued in terms of sterling because of economic and _ political 
factors, a sterling premium or discount on such securities is partly 
in anticipation of a change in the official exchange rate. Such an 
alteration would then reduce, cancel or even over-correct the 
disparity between the ratio of income to capital in the British and 
the foreign markets. Suppose in the summer of 1949 an American 
share had yielded $5 a year on a capital cost of $100, and the dollar 
premium here had corresponded exactly to the eventual exchange 
rate of $2-80—it did not in fact ever rise so high—the share in 
London would have cost £($100 x 144% ~ $4:03), and would 
have yielded an income of £($5 ~ $4:03). After devaluation, 
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that income would have risen to £($5 — $2-80), and the yield on 
the original cost would then have become 5%, in the U.K. and the 
U.S.A. alike. 

(ii) Convertibility-preference.—Expectation of a change in the 
official rate is not, though, the only reason for tolerating a yield 
differential on the same security. A premium can exist if any 
preference is shown at all—no matter how irrational the grounds 
—for dollar securities as compared with sterling, so long as ex- 
change control precludes arbitrage in currencies and the equalisa- 
tion of prices in all markets. If dollars are in fact preferred to 
sterling and cannot for any particular purpose be bought from the 
authorities at the official rate, they will in any free market open 
to them command a premium at any level whatever of that rate. 
Thus the securities dollar or, say, the current securities sterling 
rate in New York, is neither 3 true general equilibrium rate which 
the official rate should aim at nor an anomaly to be suppressed, 
because the stock markets’ view of the unsuitability or otherwise 
of the official rate of exchange for the conversion of current income 
is only one element in the situation. 

The behaviour of free markets under the war and post-war 
exchange control systems is making it clearer that the value of 
money is not only the quantity of goods that it will buy, but also 
the extent of the variety of things upon which it is effectively 
spendable. In short, convertibility is no less important than 
money’s worth, and it is common knowledge that, on the demand 
side, dollars as compared with sterling enjoy what can for con- 
venience be called convertibility-preference. 

The securities dollar is merely a dollar’s worth of American 
securities, and being subject to various limitations, it is less useful 
than a monetary dollar and does not possess the maximum value 
arising from convertibility-preference. It is, however, the next 
best thing that British residents can hold for any length of time, 
since monetary dollars which come into the hands of a British 
resident must be surrendered as soon as received at the official 
rate. 

The essential value of the securities dollar, so far as it arises 
from convertibility-preference, lies in the right to choose time : 
to retain dollar securities in one form or another in perpetuity 
or to choose the moment to sell to the U.K. control, or to deal in 
the British market in such a way as to take advantage of fluctu- 
ations in prices. It is, of course, not practicable to distinguish 
the value of this option from the other exchange element. But 


the dollar premium probably no longer contains anticipation of a 
No. 240.—VOL, Lx. YY 
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change in the official rate, and is compounded of the time-option 
and of the resultant of those technical investment factors men- 
tioned below which make it possible to make rough generalisations 
about the relative desirability of dollar and of British securities. 

Technical factors : (i) Yields—While it is notoriously difficult 
to produce valid international comparisons of yields, because so 
much depends on which shares are chosen, and on whether the two 
groups of securities selected are in fact comparable, it is usually 
accepted that Wall Street yields on equities have on the average 
been higher than British yields on shares of similar standing over 
most of the period during which the dollar premium has existed. 
Thus towards the end of July 1950 the Actuaries Investment 
Index showed average yields of 5-57 on 120 British industrial 
ordinary shares and the Financial Times 5-02% on thirty equities, 
while Standard and Poors reported average yields of 6-74% on 
American common stocks. American companies, moreover, have 
not been subject to dividend limitation. 

(ii) Market and cyclical factors.—These are highly complex, 
and as far as the dollar premium is concerned, can be said to sum 
up the general British view of the course likely to be taken by Wall 
Street as contrasted with the London market. In recent years 
the two markets have by no means moved together, and during 
much, but perhaps not all of the time since switching facilities were 
granted the American economy has been regarded as the more 
favourable of the two for investors. If, for instance, it were feared 
that local American prices had become too high to last, consistent 
pressure to sell in London would depress the premium, while ex- 
pectation of steady inflation in the U.S.A. would be one of the 
causes likely to raise the British demand for American stocks. 

(iii) Tax relief—There is an important if anomalous factor 
which affects those British taxpayers who hold American common 
shares. With American bonds and preferred shares, the British 
taxpayer is in the same position as if he held British securities. 
With equities, however, he can obtain tax credits which allow 
for a proportion of Federal taxes paid by the company before 
striking the balance available for dividend. It is as if he could 
offset a company’s rate of profits tax against his personal tax 
liability on his share of gross divided profits before taxation. 


UNIFORMITY OF THE DOLLAR PREMIUM 


A British holder does not assess the relative merits of different 
American securities in quite the same way as Wall Street. Differ- 
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ences in yield on comparable British and U.S. securities can affect 
only specific shares. Likewise, the tax benefits concern only 
common shares, and to a different extent in different companies. 

In spite of these differences, the dollar premium is in fact 
uniform because U.S. securities are freely interchangeable, and one 
securities dollar is regarded as useful as another in the same way 
that to a retailer of goods here one pound note is as good as any 
other pound note. 

The continuous process of exchanging the less for the more 
advantageous dollar stocks must in principle affect the cash 
sterling share prices, which are a combination of the American 
prices and the prevailing dollar premium. Now demand here for 
a particular American share is not necessarily, nor even usually, 
satisfied by a purchase from some other British holder of that same 
share. Sellers can be either the original British investors, or 
dealers resident in this country who make exchanges in American 
markets. Say British holders of American stocks A, B and C 
wish to sell them, while other British residents want to buy 
American stocks D, E and F of equivalent aggregate value. The 
London market will buy A, B and C from the sellers for sterling 
calculated at the securities dollar rate and sell them for dollars in 
the U.S. market at the local dollar price, and with the proceeds 
buy D, E and F also at the local dollar price. Finally, D, E and 
F wil} be sold by the London market to the British buyers for 
sterling converted at the securities dollar rate, thus closing the 
circuit. 

Hence demand for specific American shares which are not 
already in British hands will be reflected in an increased demand 
for those shares in the U.S.A., and in theory in a higher Wall Street 
price. Likewise U.S. shares held in this country which do not 
find a buyer here can be sold in the U.S.A., and other things being 
equal would depress the local price. The volume of dealing on 
British account would in practice seldom be enough to affect the 
American price noticeably. The point is that it is the U.S. price 
and not the dollar premium which is affected by shifts of demand, 
no matter where they originate, between individual securities. On 
the other hand, a consistent pressure here to sell or buy American 
shares generally of course depresses or raises the dollar premium, 
but does not give rise to differential percentages. 

The reason for this is that so long as British holders of American 
securities are free to switch them in U.K. or American markets at 
choice, arbitrage among the London holdings will prevent the 
emergence of differential premiums. If the London premium on 
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share A were temporarily to become higher than on share B, a 
dealer would buy share B for sterling, sell it in New York and re- 
invest the dollar proceeds in share A, which would then be sold 
in London for sterling at a profit. The purchase of B and the sale 
of A in London would then tend to bring their sterling values into 
the same ratio as the American prices, and hence to equate the 
two premiums. 

It is perhaps truer to say that arbitrage keeps differential 
premiums within such narrow limits that they are virtually at one 
level. The expenses of having to deal in the U.S.A. as well as in 
the London markets are quite measurable, and these arbitrage 
expenses permit the emergence of small differences such as arose 
in currency transactions due to the operation. of the gold points 
before 1914. A small differential premium would not be quoted 
as such, but would be absorbed in the London sterling quotation, 
and would be seen to exist only on close comparison between the 
New York and London cash prices at any one moment. 

Put in general terms, a sterling premium or discount on 
securities denominated in the currency of an overseas market will 
be uniform so long as the values of the securities relative to one 
another are determined in that overseas market, and British 
residents are free to effect exchanges there. The latter condition 
is not fulfilled in the case of Canadian securities and R.F.C. 
holdings, hence differential premiums arise for these shares. And 
in theory if shares of an American company were concentrated 
in British hands in such a way that London became the principal 
market for those particular shares, the sterling price would 
probably disclose a premium which differed from that on American 
securities as a whole. 


THE S1zE OF THE DOLLAR PREMIUM 


The final question—what determines the size of the premium?— 
is at once the simplest to answer and the most important. The 
market in which the values of American shares are established 
relative to one another is in New York and other U.S. centres, but 
the market in which the demand is manifested for American 
securities generally as compared with British securities generally 
is in this country. 

If American shares could be freely bought in the U.S.A. with 
monetary dollars supplied at the official rate, the exchange control 
would run out of dollar resources unless these could be replenished 
by the remaining transactions in the balance of payments. If 
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dollars could be purchased at a free exchange rate, there would be 
no dollar premium as such, as the demand for dollars to buy shares 
would become merely one element in the current exchange rate. 
And if switching facilities were to be withdrawn, leaving U.S. 
shares exchangeable only between British residents, the effective 
premium would differ as between different securities. Instead, 
the situation that actually exists is that the exchange control 
permits dealings in U.S. securities in such a way that there is a 
direct sequence of sales and purchases between the securities held 
before October 1947 and those held now, and the commodity 
dealt in on the market which establishes the dollar premium is in 
effect the securities dollar. 

The corpus of American securities in this country is not fed 
from outside sources, a few specific shares may have disappeared 
in the past because of sales without re-investment in the U.S.A., 
and the aggregate value is in constant fluctuation over a period 
not only because of U.S. price changes, but also because the under- 
lying securities themselves are constantly changing. In the 
short run, however, the value of American securities in British 
hands is rigidly fixed, and on any one day the dollar premium 
expresses an equilibrium price, at which the quantity of all U.S. 
securities sold by some and bought by other British holders is 
exactly equal. The quantity in this connection is the American 
market value of all the American securities dealt in on British 
account either here or in the U.S.A. and is not, as with local share 
transactions, a quantity of shares. And this equilibrium price 
is that at which the marginal British holder of American securities 
is prepared to give up the right to his securities dollars and hold 
sterling instead, and thus evaluates the advantage of owning 
American securities generally in contrast with sterling. 


CoNCLUSION 


To sum up this analysis, where exchange control prevents free 
interchange between international stock markets, a premium or 
discount on foreign securities (as compared with foreign prices 
converted at the official rate of exchange) arises whenever those 
securities are regarded collectively and on balance as more or less 
desirable than domestic shares, no matter what causes that 
preference. Belief that the official exchange rate is inappropriate 
and will be corrected is not the only reason, and may not even be 
the chief one. Nor need the various factors underlying the net 
preference all work in the same direction. 
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In the case of dollar stocks, a premium arose partly in antici- 
pation of devaluation, and partly because American securities 
carry an option to choose the time (if any) at which to convert 
them into sterling, and thus share in some of the convertibility- 
preference that attaches to free dollars. In addition, there are 
a number of separate considerations of a technical or investment 
character which may on balance either increase or decrease the 
desire to hold American securities at any one moment. 

While the importance of these different factors cannot be 
separated, it would seem from movements in the dollar premium 
since the autumn of 1949, when it fell sharply after devaluation 
only to rise to about half its pre-devaluation level, that the 
anticipation factor (anticipation, that is, of a revised official rate) 
never accounted for much more than half the premium, and at 
present probably does not enter into the picture at all. The 
immediate post-devaluation premiums covered the convertibility 
plus the yield, taxation and general market factors. It is, 
of course, no better than guesswork, but it looks as if from say May 
1950 onwards short-term fluctuations have been caused by invest- 
ment rather than by convertibility considerations. The latter, 
if not actually diminishing in importance as the supply of dollars 
to the world at large improves, is unlikely to vary much from one 
day to another. 

Since the relative merits of different American shares are 
reflected in the U.S. market prices, and British holders are per- 
mitted to switch in U.K. or U.S. markets at will, the possibility of 
arbitrage precludes the emergence of differential premiums, even 
though securities equally attractive to American investors are not, 
for technical reasons, equally attractive to British investors. 

Any preference for one American share as compared with 
another appears in the sterling price only if it causes movements 
in the American price. On the other hand, the degree of prefer- 
ence for American stocks generally as compared with British 
stocks generally is reflected in movements in the dollar premium. 
That premium on any one day is the equilibrium price at which the 
total quantity of American securities bought and sold are equal, 
as measured by aggregate dollar values. 

M. 8. Rix 


London. 

















DIVERSIFICATION OF INDUSTRY 


THE following note deals briefly with arguments for and against 
diversification of industry and with certain practical aspects of it. 


I 


An important argument against the pursuit of industrial 
Giversification as a general policy is that it runs counter to the 
localisation in particular areas of industries of similar and com- 
plementary types. It therefore opposes the gains of industrial 
specialisation which, it is well known, are no less considerable than 
important. Especially, it militates against the low costs of 
production attainable by industrial specialisation. It does so 
either by causing the removal of part of the specialised industries 
elsewhere or by leaving them intact and introducing into the 
areas concerned industries of different sorts. In the former case, 
there is the serious risk that the part of the specialised industries 
removed will be driven to inferior locations. In the latter case, 
competing demands for the factors of production by the newly 
introduced industries may curtail their supply and drive up their 
costs to the specialised industries, while valuable external 
economies—such as industrial and commercial linkages, transport 
facilities and other specific service facilities—may be impugned. 

Furthermore, to oppose specialisation in order to secure the 
advantages of diversification is wrongly conceived. For the 
history of industrial growth shows that, after a certain point, 
specialisation itself breeds diversity.1 It does so by attracting 
industries subsidiary to the main industry, and later on these 
enter upon the making of products for other industries. It also 
does so by the need to employ the growing working population 
which the main industry is not able to absorb. Lastly, it does so 
by creating demands for industrial and social services. 

For the reasons given above, and because thorough-going 
industrial diversification may lead to a less efficient allocation 
of productive resources by involving departure from the existing 
pattern of industrial distribution, a lowering of general productive 
efficiency and a raising of costs may not be avoidable. As con- 
tended hitherto by supporters of industrial diversification, the 


1 Cf. also Report of the Royal Commission on the Distribution of the Industrial 
Population, Cmd. 6153, g. 74. 
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central purpose of it is to attack unemployment. If that attack 
were aimed at reducing unemployment by seeking to improve the 
existing distribution of productive resources, so lowering costs, 
it would merit approval. In fact, the attack is rather directed to 
sharing more equally—as between one area and another—what- 
ever unemployment may be experienced. To move productive 
resources to serve this end might be to depart radically from the 
pattern of industrial distribution which is consistent with the most 
efficient use of such resources. That would raise costs. 

If, as suggested, the curtailment of industrial specialisation 
and the alteration of the present distribution of industry increased 
costs, export might be harmed. Moreover, industrial diversifica- 
tion is ordinarily regarded as peculiarly appropriate for areas very 
dependent upon capital-goods industries or export trades. That 
dependence, it is assumed, would be mitigated by introducing 
industries of contrasted type—e.g., consumption-goods industries 
in the first case, and home-market goods industries in the second 
case. But since frequently capital goods enter substantially 
into export as well as the export trades themselves, the net effect 
of such diversification may be to reduce the proportion of the 
national productive resources devoted to export. For, while part 
of the industrial diversity postulated for these areas might be 
secured by transfer there of firms already existing elsewhere, 
probably the greater part would have to be obtained by attracting 
new enterprise to the areas. In so far as, under governmental 
control of industrial location, this caused manufacturers of con- 
sumption goods and home-market goods to obtain preference in 
access to factors of production, producers of capital goods and 
export products would be starved of those factors. Lastly, if, as 
may be assumed, the pursuit of industrial diversification reduced 
the geographical mobility of labour, again export might suffer. 
For export industries need more labour than they have now if 
they are to grow sufficiently to achieve, and to maintain, a favour- 
able balance of payments; and it is doubtful if that additional 
labour can be obtained without some geographical movement of 
labour. 

This restraint upon the territorial mobility of labour would 
handicap adaptation, not only by export industry, but also by 
industry in general, to economic change. Yet the need for such 
adaptation may conceivably bo greater in the foreseeable future 
than in inter-war times. Thus, this country’s commitment to 
export of industrial goods will be larger than then, and fluctuation 
in export is of greater magnitude than in domestic production ; 
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high and stable employment programmes will call for spatial 
movement by work-people; and new and newer industries will 
need to be developed or expanded to countervail the contraction 
of old, staple industries—on which in future this country may have 
to place less reliance. 

It could be argued that industrial diversification is not an 
effective antidote to cyclical unemployment, or unemployment 
caused by a general depression. For cyclical fluctuation may 
drive down all industrial activity to low levels—and for not 
inconsiderable periods. Nor is that possibility lessened by this 
country’s great commitment to export and the probability that in 
future the range of production for export wlll be wider than 
during the last three decades. In the case of general depression, 
industrial diversification, ex hypothesi, would be limited in its 
prophylactic capacity. 

To turn to another line of argument, experience shows that 
industrial diversification, per se, may not prove in practice to 
confer the theoretically feasible advantage of insulating local areas 
from severe unemployment. Instances can be found of diversified 
places which, during the inter-war period, experienced both serious 
and long-lasting unemployment. These include Hull, Glasgow, 
Great Yarmouth, Grimsby, Leith, Bridgwater and Bideford. On 
the other hand, there are examples of places with specialised 
industry that then had much less severe unemployment—often, 
indeed, below the national average. These include Coventry, 
Rugby, Burton-on-Trent, Northampton, Derby, Kidderminster, 
Dursley, Kettering, High Wycombe, Stroud, Elland and Tiverton. 

On the score of practical efficacy again, the point has to be 
met that the places that are the more obvious candidates for 
industrial diversification are sometimes those in whose case it is 
less feasible to achieve it. Such candidates include places com- 
mitted to high industrial specialisation where the labour force is 
of substantial size. For these, a given dose of diversification is 
potentially less effective than where the labour force is not sub- 
stantial—e.g. Sheffield on the one hand and Redditch on the 
other. Again, coal-mining areas, with their strong depen- 
dence upon coal, and numerically substantial labour forces, are 
such candidates. But they are notoriously deficient in sites 
suitable for alternative industry. Moreover, they often lack the 
complex of utility services and suitable, trained labour that 
alternative industry requires. Small towns—such as Yeovil, 
Dursley, Consett, Tiverton, Scunthorpe and High Wycombe—that 
rely heavily upon one firm or industry for their primary income, 
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and on that ground are clearly eligible for diversification, may 
have to import labour for the new industries. Where such small 
towns are remote from population, or are situated in areas of high 
labour demand, that may ot be easy. 

It has to be realised that where diversification of one place is 
achieved by removing industry from another, the latter does 
not remain unaffected. Frequently, less diversification will result 
in the place losing industry. In any event, the lowering of demand 
for labour there may necessitate a movement away of labour. 
Where diversification is brought about by introducing newly 
originating industry, again what one place gains is another’s loss. 
Whether the one exceeds the other will depend upon the particular 
circumstances of each case. 

In reality, less economic disturbance may result if diversity 
_is secured by varying the products of firms already located in 
given places. Where this is practicable the need to shift economic 
resources of various kinds, and the repercussions following upon 
such shifting, may be minimised. In particular, the necessity to 
enlarge local populations, and to provide the additional social 
capital required, may be in large part escaped. That would pro 
tanto economise resources. 

It is a commonplace that the majority of urban areas in the 
eountry—to say nothing of rural areas—clamour for diversification 
of their industries. To respond to all these clamours would not 
be possible except over a long period of time. Even then there 
may be insufficient mobile industry to satisfy the demands for it. 

Lastly, it may be doubted whether, as yet, the criteria by 
means of which to determine: (a) the need of an area for in- 
dustrial diversification, and (b) the best means of accomplishing 
it having regard to the economic interest of the country as a whole, 
have been satisfactorily established. 


II 


Arguments in favour of industrial diversification may now be 
stated. In the main, they are rebuttals of the unfavourable 
arguments. They are stated first, and the positive arguments for 
industrial diversification follow. 

To start with the contention that the conception of industrial 
diversification is erroneous, since, after a point, specialisation 
always breeds diversity, this is challengeable. For, as Hoover } 
points out, specialisation is cumulative—feeding on itself. The 


1 E. M. Hoover, The Location of Economic Activity, p. 289. 
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history of industry certainly contains many instances of this. 
Again, it is less frequently the case that subsidiary industries serve 
the needs of other industries as much as those of the main, 
specialised industries. The subsidiary industries therefore inten- 
sify specialisation rather than promote diversification. Perhaps 
the best instance of the diversity of products brought about by the 
extension of subsidiary industries is the Birmingham area. But 
the most recent survey / of that area shows that these are more 
dependent upon the motor-vehicle industry than upon anything 
else. To rely, then, on subsidiary industries to evoke true 
diversification is to be unrealistic. Lastly, a specialised industry 
does not always breed local subsidiary industries on a substantial 
scale—e.g., coal, tinplate, chemicals, jute and pottery. 

As for the assertion that diversification is inimical to specialisa- 
tion of industry, it may be asked if there is any over-riding reason 
why specialised and diversified industries should not live and 
flourish side by side. Perhaps the readiest way of answering this 
question is to ask another. What, in reality, would prevent alterna- 
tive industry from settling in areas of specialised industry? One 
manifest difficulty is lack of industrial sites. Experience shows, 
however, that this is not universal—it is prominent only in large, 
congested urban areas, in coal-mining districts (in certain areas) 
and in places where local topography imposes limits. Moreover, 
where sites do not already exist, again experience shows that more 
often than not they can be created. While sometimes these may 
have to be outside the existing industrial zones, ordinarily they 
can be devised within “ labour areas ’—i.e., within the distance 
from home to which work-people are disposed to travel. Another 
difficulty is that the available labour may be already taken up 
by the specialised industry. This has been true in the abnormal 
conditions since the war; but under normal conditions it is not 
usually the case that all the labour reserves of towns and outlying 
districts are fully mobilised. And short-distance movement of 
labour, where it would have to be resorted to, is more practicable 
than long-distance migration. Still another difficulty is that the 
essential industrial and social services—such as utility services, 
housing and education—may be fully utilised already. The 
remedy of extensions or new construction is, however, generally 
feasible. Few other difficulties are major ones. 

To turn now to the assertion that industrial diversification 
will probably raise the costs of specialised industries, it would 
be rare for it to do so by causing these to emigrate to inferior 
1 West Midlands Plan (not yet published). 
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locations. For such industries ordinarily do not lend themselves 
to transfer. A number of them are chained to the spot because 
they are extractive industries. Others depend on the existence of 
factors of production which they could not command elsewhere. 
In the case of still others, the productive resources essential for 
them could be brought into being elsewhere only after a long time 
had elapsed—a time too long to be tolerated where the need for 
diversification is urgent. But in the few instances where such 
emigration was deemed to be essential it would not inevitably be 
to an inferior location. To assume this is to take the view that all 
existing locations are, and forever will be, the best. That cannot 
be true. The factors that affect location are never constant, but 
alter as economic conditions alter, from time to time. It is 
therefore at least possible that other places will afford as efficient a 
site as that from which the move is made. This possibility is 
reinforced by the fact that private industry has sited but a few 
of this country’s industries in one part only of it. It is further 
reinforced by the important fact that in recent times private 
industrialists engaged in specialised activities have voluntarily 
shifted their locations. 

What, then, of other possible causes of extra costs for the 
specialised industries which might be caused by industrial diversi- 
fication? The most likely one is that, by increasing the demand 
for factors of production within specialised areas, it would raise 
their price. That is certainly possible. Yet the diversified 
industries would, by definition, demand fewer of the factors most 
in demand by specialised, existing industries, and more of those 
least in demand by these latter. For this reason, besides, the 
diversified industries are more likely to uncover hidden reserves of 
labour, and to put these to use. Specialised industries alone, too, 
are more prone to carry a labour surplus which is fully employed 
only at exceptional times than a group of mixed industries. 
Sometimes, in addition, it may be possible for specialised and 
diversified industries to make their seasonal and peak den:ands for 
labour at different times. Finally, it may be possible to draw 
upon spare labour from nearby districts ; and, if the pace at which 
diversification is undertaken is restrained, it may be feasible to 
maintain a balance, in the individual areas, between total demand 
for labour and its supply. 

To deal with the contention that diversification would raise 
costs of specialised industries by subtracting from the external 
economies available to them is not easy. It would seem, however, 
that since there need be no disturbance of these in the physical 
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sense they could continue to function as before. In particular, 
the advantages of proximity to associated and related producers 
would remain. All the varied services requisite for the specialised 
industries would continue; nor need their flow be abated. For, 
if the diversifying industries made calls upon these—e.g., for 
railway transport, utility services, ancillary industries, educational 
and training facilities—ordinarily these could be met by improved 
methods of utilisation or by an increase of capacity. Only if 
diversification were undertaken hastily and on a massive scale 
need damage be done to the specialised industries’ external 
economies : and both these errors could be avoided. 

As for the all-round raising of industrial costs, which, it is 
argued, would occur because diversification would entail a 
departure from the existing distribution of industrial resources 
throughout the country, it is pertinent to remark that besides 
the costs falling upon private industry the costs falling upon 
the community generally should be taken into account. For 
these latter involve the using up of resources no less than the 
former. Since, until the passing of the Distribution of Industry 
Act, 1945, private industrialists located their enterprises with less 
regard for the costs falling upon the community than for their own 
private costs, it follows that the existing distribution of industrial 
resources is less than opi::num for both kinds of costs together. 
Therefore, to alter it to take account of both kinds of cost would 
represent movement towards that optimum. It could hardly be 
the case that, to change the existing distribution of resources by 
removing specialised, or immobile, industries from their present 
locations would lower the aggregate of both kinds of cost. For 
such removals would probably increase private costs and costs 
falling on the community as well. Private costs of specialised 
industries would probably be raised because the essence of 
specialisation is that it affords low private costs. Moreover, the 
productive equipment of such industries is frequently so bulky, so 
physically intertwined by the linkage of successive processes and 
so dependent for its functioning upon the presence of a complex 
of external economies that the costs of removing and reproducing 
all these elsewhere would be onerous. These findings apply 
besides, if in lesser measure, to immobile industries. As for costs 
falling upon the community, it is reasonable to expect that these 
would also be raised because of the necessity for duplicating all the 
various kinds of social equipment in the new locations. Further- 


1 Even if new, alternative industry substituted the specialised industry, 
duplication could not be wholly avoided. For this would need a different social 
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more, sometimes, if not always, private industrialists would be 
unwilling to suffer additional private costs by moving elsewhere 
without compensation by subsidy, so that costs falling on the 
community would be enlarged by its amount. The conclusion is 
that diversification would not normally seek to alter the existing 
distribution of industrial resources by causing specialised or immo- 
bile industries to migrate. 

Diversification could, however, alter the existing distribution 
of industrial resources by influencing the location of non-specialised 
or mobile industries by causing them to go where otherwise 
private industrialists might not take them. Being mobile, there is 
a presumption that private industrialists could operate them 
economically in a variety of areas. Some of these areas would be 
those where diversification was needed. Others where it was 
needed would be areas in which it was less, or least, feasible for 
private industrialists to operate them economically. In these 
cases, however, it would be possible for the saving of costs falling 
upon the community by diversification to more than compensate 
the extra private costs. Suppose that such areas were not, in fact, 
diversified, because the diversifying industries went elsewhere 
instead. Instances of the costs falling to be met by the com- 
munity then—enlarged if the areas in question experienced 
localised unemployment—are the sum of economic resources 
involved by the probable necessity to undertake extra, or dupli- 
cated, physical construction of many sorts elsewhere (such as 
additional factories, houses, roads and streets, utility equipment, 
public buildings and kinds of construction required to provide 
private services); by inadequate maintenance of social and 
private capital in the non-diversified areas occasioned by the 
decline of population resulting from labour migration to else- 
where; by the unemployment of labour not able or willing to 
migrate; by restrictive practices on the part of labour in the non- 
diversified areas owing to dread of unemployment, and a fall in its 
working efficiency caused by the depression in its wages ; by losses 
due to the tendency of specialised industries in the non-diversified 
areas to use labour wastefully; and, possibly, by greater con- 
gestion of industry and people that might be instigated elsewhere. 
But the sum of economic resources saved to the community would 
have to be offset against the sum of losses of economic resources. 





texture and social equipment of different proportions; some specialised labour 
would follow the specialised industry-causing redundancy of old social equip- 
ment; and new industry would be slow to develop—making old social equipment 
temporarily surplus. 
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Instances are the physical construction (such as new factories or 
improvements of utility services) which might have to be under- 
taken if diversifying industries went to the areas in question 
instead of elsewhere ; the additional services that might be needed 
by these (such as new industrial sites, training of labour, special 
transport facilities and the provision of amenities); and the costs 
of any subsidies that might have to be granted to private in- 
dustrialists ‘‘ steered’ to the areas—to make good extra costs 
imposed upon them. The net balance of costs falling upon the 
community should then be compared with the net saving of costs 
to private industrialists by going elsewhere instead of to the 
areas in question. Only if the net balance of costs falling upon 
the community were smaller than the net saving of costs to private 
industrialists would the decision not to diversify the areas be 
warranted; and that is unlikely. The comparison would not be 
easy. It would be especially difficult to calculate costs falling 
upon the community—particularly because some costs would be 
once-for-all, while others would be continuous. Both would have 
to be translated into costs per annum. 

This analysis serves to allay the fear that industrial diversifica- 
tion necessarily imposes cost disadvantages by causing mal- 
distribution of economic resources. Generally speaking, special- 
ised or immobile industries would remain where they are, and 
retain the cost advantages of those locations—or suffer cost dis- 
advantages which are not significant. Diversifying industries, 
being mobile, could go to some parts of the country without 
suffering cost disadvantages; and to other parts without hurt to 
the economic interest of the country where the higher costs 
falling upon private industry are more than compensated by the 
lower costs falling upon the community. 

To turn now to the criticism that a prime motive of industrial 
diversification is to share unemployment more equally over the 
various areas of the country, this may be less deserving of censure 
than at first appears. For unemployment shared more equally 
than in inter-war years may be a more bearable burden. The 
economic consequences of such sharing may be nil—although 
heavy unemployment, by lowering work-people’s efficiency and 
morale, raises costs, and possibly after a point heavy unemploy- 
ment breeds further unemployment—but the social consequences 
are favourable. 

The earlier argument, which claimed that export would be 
harmed because diversification would raise costs, has been dealt 
with by the counter-argument given above. The further con- 
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tention that, under a policy of controlled industrial location, 
export industries might be denied access to factors of production 
because diversifying industries would receive preference in the 
allotment of factors, calls for answer. That answer can be given 
only in normative terms. A government which pursues a policy 
of high and steady employment should not rank the needs of 
diversifying industries for factors above the needs of export 
industries for factors. Nor would it be obliged to do so. For, 
presumably, the supply of factors would not be exhausted by the 
demands alone of the export industries. 

It is harder to meet the point that industrial diversification in 
certain towns nevertheless did not save them from experiencing 
serious unemployment during inter-war times. Not enough is 
known about such instances to warrant firm conclusions. But it 
would seem that what such towns lacked was sufficient demand in 
total for the labour available. This might be due to various causes. 
One may be that the diversified industries were not present in 
sufficient strength. Another may be that they were not sufficiently 
independent of the main industries. Or they may have relied too 
much upon local markets. Lastly, it may be that they were not 
expansive industries. Whatever the causes, however, the em- 
pirical argument supporting the contention under review can be 
met by a like argument. This refers to the much greater number 
of cases where, as a result of appropriate and sufficient diversifica- 
tion, unemployment was held below national levels during years 
when, in the above-mentioned cases, it was above these. 

To deal with more practical criticisms, to deprecate diversifica- 
tion because it is of least effect where the need for it is greatest is 
not admissible in denial of its efficacy. In such cases diversifica- 
tion is comparatively ineffective because there is too little of it 
relatively to the volume of specialised industry. If there were 
more, therefore, it would be more effective. To the argument 
that there are insufficient diversifying industries to serve every 
area in the country, the reply is that this does not question the 
principle inherent in industrial diversification—it merely cites a 
limiting factor. 

There is more substance in the statements that the criteria 
for applying this principle have not been established, and that the 
means of diversifying areas so as to have regard to the economic 


1 To select instances from different geographical areas, mention may be 
made of Bristol, Gloucester, Reading, Exeter, Slough, Watford, Luton, Birming- 
ham, Wolverhampton, Northampton, Nottingham, Leicester, Shrewsbury, 
Manchester, Leeds, Halifax, Doncaster, Darlington, Edinburgh and Perth. 
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interest of the country generally are still subject to qualification. 
These are subjects which might profitably engage the attention of 
economists—especially in view of the pronouncements of the Royal 
Commission on the Distribution of the Industrial Population,? the 
White Paper on Employment Policy,’ the Distribution of Industry 
Act, 1945, and the Town and Country Planning Acts, 1947. 
Something is said on this matter later. 

The chief positive arguments for industrial diversification may 
now be stated. The first is the need to counteract the abnormal 
industrial specialisation of certain areas. The central reason is to 
prevent damage—perhaps serious and irrevocable damage—to the 
economy of those areas arising from cyclical contractions of 
demand, or export fluctuation or the decline of predominant 
industry. The most effective remedy—the maintenance of a high 
and steady level of national economic activity—may fail to 
generate enough demand for the products of the specialised 
industries in question, such as shipbuilding, marine engineering, 
cotton and tinplate. This remedy may therefore not avail to 
prevent localised unemployment in specialised industrial areas. 
Other remedies, such as expenditure upon local public works or 
specific subsidies, may be economically less meritorious than 
industrial diversification. The assertion, made previously, that 
this latter would not be effective against a downward cyclical 
movement or general economic depression cannot be pressed with- 
out qualification; for neither affects every type of industry 
equally. Some types, indeed, are relatively immune; and these 
include industries lending themselves to industrial diversification. 
Another reason, but a minor one, is to mitigate marked seasonality 
of output and employment in areas of high specialisation—e.g., 
coal-mining and the manufacture of motor vehicles. 

The necessity to secure flexibility in the economic system of 
this country constitutes a powerful argument for industrial 
diversification. It has been referred to by Prof. W. A. Lewis in a 
recent article.* Such flexibility may be more—possibly much 
more—essential in future than during recent decades. For the 
inevitable diversion of more industrial resources to foreign trade 
will enjoin that these resources should be able to move into 
different uses as the nature, composition and size of foreign trade 
alter. Certainly, they require to be more flexible than those 
devoted to domestic production. But, besides, some resources 


1 Cmd. 6153. ® Cmd. 6527. 
8 The Manchester School of Economic and Social Studies, Vol. XVI, No. 2, 
p. 162. 
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used in domestic production may at times have to be adapted to 
production for export, or to take the place of discarded or un- 
obtainable imports. Moreover, the production of goods for 
export may have to embrace a wider range of goods in future, and 
to be spread more widely over the country than in the past, thus 
requiring adaptability to changes of production in more places. 

Success in sustaining a high general level of employment will 
call for the ability to transfer resources from one sort of use to 
another. More specifically, particular areas that come to suffer 
localised unemployment for any reason—such as the downward 
secular trend of the dominant industry or misfortune encountered 
by the principal firm—may have to rely upon diversification as 
their main, or even sole, remedy. 

The possibility of technological innovation, sometimes rather 
far-reaching and quick, may not be ruled out; and that would 
give rise to changes in the uses and the ratios of factors of produc- 
tion. On the other hand, high general employment, insufficient 
or badly distributed housing, substantial social-service benefits 
available over the entire national area, the increased practice of 
determining wages upon a national basis, the rise in the average age 
of the working population and opposition to massive migration— 
especially by the inhabitants of Development Areas once bitten, 
twice shy—may restrain geographical mobility of work-people. 
Industry may therefore have to go to work-people more than it 
did before the war. 

Industrial diversification would assist the transfer of productive 
means between varying uses, since it would lessen the necessity to 
move them over long distances. Generally speaking, the more 
extensive the range of industries in particular areas the easier 
it would be to change over production. Moreover, time would be 
saved. Diversification would be outstandingly useful in coping 
with labour thrown out of work but not willing or able to take the 
geographical strides to regain employment elsewhere. For it 
makes use of the knowledge that work-people change their 
industry more readily than they trek elsewhere. It would also 
breed that variety of working ability and resilience of occupational 
quality that would be required, but would not otherwise be forth- 
coming, when output in specific areas had to be altered. Correctly 
selected, diversifying industries may provide the growing points 
needed by districts suffering depression or sub-normal rates of 
growth—giving them that degree of industrial flexibility without 
which they would persist in the doldrums. 

To use more fully the productive resources that this country 
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has, and to use them more efficiently—thereby saving costs— 
are both desirable. Thus, it is desirable that work-people who 
have industrial capacities that are not effectively utilised by 
specialised industry in the various regions of the country should be 
enabled to put these to better use. Again, it would be advan- 
tageous to provide opportunities for employment for persons not 
able to find work because sufficient variety of industry does not 
exist locally—such as women (sometimes men), girls (sometimes 
boys), older persons and work-people suffering from industrial 
disability or disease which prohibits continuance in their former 
employment. In some areas it would appear that labour not 
absorbable by primary industry presses into secondary industry.! 
It might be preferable to economise labour in this latter by 
creating more openings in other primary industry. It would be a 
gain if the tendency of specialised industry to use labour pro- 
digally (by maintaining a labour reserve, and by being relatively 
immune from competition by other users of labour because it 
is the largest buyer) should be counteracted. Where there is 
congestion of industry and population which causes resources to be 
spilled in overcoming it—e.g., in slower transport of goods and 
longer travel to work, and as a result of diminishing returns to 
other services—there would be advantage in thinning that 
congestion. Lastly, where present locations of industrial firms 
impose costs upon the community which exceed the differential 
gain to private industry of these over alternative locations, 
movement of firms to the alternative locations would reduce 
aggregate costs. All these advantages are capable of being 
secured, in varying degree, by means of industrial diversification. 

Lastly, the appropriate practice of industrial diversification 
would attack the waste of resources that characterised the inter- 
war years by restricting the duplication in certain parts of the 
country of private and social capital equipment already in exist- 
ence elsewhere. That came about, in large measure, because new 
or expanding firms frequently avoided going to areas where 
economic depression caused such capital equipment to be spare or 
under-used, and moved instead into areas where it was already 
more or less fully utilised. It also came about because persons 
and local authorities in a number of areas containing specialised 
industries miscalculated the capacity of these to grow and pro- 


1 Cf. the substantial differences in the ratio of secondary to primary employ- 
ment that are found in different areas. Doubtless there are many causes of 
these divergencies; but it is observable that, when primary industry fails to 
expand as fast as the working population, secondary employment tends to 
increase. 
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vided capital in excess of needs, meanwhile causing new industry 
to go elsewhere by preferring to rely upon the old industry. 
Lastly, it was due to the transfer of existing firms from areas of 
lesser to areas of greater industrial and human concentration. 
Enlightened and suitable industrial diversification, by steering 
new and expanding firms to areas having spare, or under-used, 
private and social capital, by checking undue reliance upon 
specialised industry in particular areas and by preferring locations 
in non-congested areas, could reduce duplication. 

What verdict is arrived at by a consideration of the arguments 
for and against industrial diversification? It is that the argu- 
ments in favour prevail. While this conclusion rests on the 
balance of all the arguments, it is fundamentally based on the 
conception that maximum industrial specialisation represents an 
inferior use of resources compared with industrial specialisation 
tempered by industrial diversification. 


Ill 


This finding having been expressed, a few suggestions may 
be made concerning the practice of the policy of industrial diversi- 
fication. First, if, as is to be assumed, it is fostered by the State, 
care should be taken that industrial diversification is not carried 
too far. The danger of doing so is arealone. For the demand to 
be diversified, as a means of insurance against local unemploy- 
ment, emanates from most local authorities and local communities. 
The State may find it difficult to resist claims that have little or no 
economic justification. Moreover, in the absence of an accurate 
measure of industrial diversity, to be certain of success there may 
be a tendency to overdo the introduction of alternative industry. 
Lastly, inevitable uncertainty about future economic conditions— 
and especially about the future of important industries—may 
conduce to a similar outcome. 

The criteria by means of which to determine the need for 
diversification, its volume and appropriate types call for further 
study. There may be broad agreement about essentials, but not 
on particular aspects. For example, of two local areas, one of 
which is specialised mainly to export, and the other to capital 
goods, which is the more in need of diversification? Initially, the 
answer may be the former. But this may produce goods the 
demand for which is comparatively inelastic—even during cyclical 
downturns; while the latter may be extremely committed to 
supplying goods the current demand for which is swollen by war- 
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time destruction but the replacement demand for which is low. 
Conversely, the export area may be at present enjoying a boom 
in the demand for its consumption goods, but in future may find 
that its high costs, buttressed by a rigid economic structure and 
out-moded capital equipment, cause a collapse in foreign demand. 
But the area making capital goods may be supplying domestic 
demands for a product formerly imported but at present produced 
at competitive cost, and later able to be produced in this country 
at costs below those of foreign suppliers. Moreover, the former 
area may be capable of benefiting to no more than an inconsider- 
able extent from general measures to maintain a high level of 
domestic employment, while the latter may be capable of benefiting 
considerably therefrom. 

Again, what of the need to diversify districts engaged pre- 
dominantly in coal-mining? One extreme view is that, once the 
coal is exhausted, or mining costs become diseconomic, such 
districts become moribund and should not receive alternative 
industry. Another extreme view is that alternative industry 
should fully absorb the labour discharged from the mines and also 
future accretions of population unable to find employment in coal- 
mining. Neither view is likely to satisfy economic considerations. 
The first view probably under-estimates the costs falling upon the 
community; the second probably over-estimates these. Again, 
the first view probably assumes that all coal-miners are mobile— 
even over long distances; the second probably forgets that, even 
assuming the existence of the normal proportion of physically 
disabled and old miners, labour mobility within the coal-mining 
industry does exist. As a result, some, at least, of the miners 
thrown out of work in one district will move to other pits within 
travelling distance. (A number of Lanarkshire miners have 
recently moved farther—to Fifeshire.) 

To take another case, should all one-industry towns be diversi- 
fied? The naive view may favour this. But some one-industry 
towns promise to maintain greater stability of output and em- 
ployment than others—because the demand for some products is 
more inelastic than for others; because the industry in certain 
towns may gain by imperfect competition (e.g., product differentia- 
tion), while that in others may be vulnerable to severe competi- 
tion; or because in some one-industry towns there may be real 
diversity within the industry but not in other such towns. 

Finally, should districts that are predominantly agricultural 
be “balanced” by a modicum of industry? One school of 
thought, by projecting the present situation of agriculture into the 
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long-term future, may oppose the injection of industry into agri- 
cultural districts; another school of thought may take quite a 
contrary view. 

All that has been said above relates only to the question 
of whether or not to diversify. When that has been settled there 
still remain for determination the problems of how much, in what 
order and of what sort? It is apparent that these are not easy to 
solve. Nor are these the only practical issues which have to be 
met and dealt with; for the technique, or methods, of industrial 
diversifications profoundly influence the possibilities of its success. 
Something may now be said about. these matters. The answer to 
the question of how much diversification turns, mainly, upon the 
needs for it of different types of area. Those areas which are most 
vulnerable to localised unemployment—e.g., export areas, areas 
heavily committed to capital goods and areas extremely dependent 
upon a narrow range of industry—need more diversification than 
others. Those with larger labour forces in such vulnerable 
industries plainly need more than those with smaller labour forces. 
Areas containing industries which are less capable of benefiting 
from national measures to combat unemployment have claims for 
a fuller measure of diversification than those which are more 
capable of receiving benefit. In some parts of the country labour 
is less fully utilised—because of lack of employment opportunities, 
or under-employment—than in others; and they have superior 
claims. In others again, the aggregate of private and community 
costs is lower than in districts where either of these much exceeds 
the other ; and the former parts of the country should be diversified 
in fuller measure. 

The order of treatment by diversification is mainly deter- 
minable by considerations of the sort just mentioned. But the 
time factor in vulnerability to localised unemployment needs to 
be taken into reckoning as well. For the process of effecting the 
industrial diversification of an area is inevitably slow. This 
suggests that areas needing more of it, absolutely, should be 
preferred to those needing more of it, relatively. Again, areas 
that are likely to endure unemployment of longer duration have 
stronger claims for early attention than areas where unemploy- 
ment promises to be acute rather than chronic. 

The question of what sort of diversification poses difficulties. 
But, plainly, the alternative industries to the main ones should be 
suited to the industrial capacities of the work-people they are 
intended toemploy.t For example, shipbuilding workers rendered 


1 Vide Tress, The Manchester School, Vol. IX., No. 2, p. 143. 
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surplus by reduction in shipbuilding will need employment for 
males of a constructional kind; but surplus cotton workers 
would be largely females who might readily be transferred to 
quite complex forms of lighter engineering. Furthermore, the 
alternative industries should ordinarily differ in type from the 
main or specialised industries. Thus, they should differ in their 
cyclical movement and amplitude, and serve different markets. 
If the principal local industries promise to contract, the diversify- 
ing industries should be capable of achieving expansion. 

As for the technique, or methods, of diversification, the readiest, 
and the most facile, way of achieving it is by the self-diversification 
of specialised firms already existing in an area. That could be 
done by adapting products so as to serve the needs of varying 
markets, or by adding new products with new markets. Where 
this method is not feasible, less economic disturbance may result if 
diversification is brought about by means of new firms or expan- 
sions of suitable old ones rather than by the physical shifting of 
firms already located. But in areas where industry is congested, 
where labour is in very short supply and where it is desirable to 
reduce population, some transfer of industry elsewhere may not 
be avoidable. Where, however, such transfer takes place, care 
should be taken that the gain from diversification in the receiving 
area is not outweighed by the loss from reduced diversification in 
the losing area. Moreover, the locational needs of both transferred 
industries and new and expanded ones should be recognised— 
especially those of them that are less mobile. This does not 
conflict with the dictum stated earlier that both the costs falling 
upon private industry and upon the community should be reckoned 
jointly. But it would be wrong to assume that where the costs 
to private industry are least, the costs for the community are most ; 
and vice versa. Data are needed about both kinds of cost, so 
that both can be regarded in reaching decisions about location. 
To help business firms in their search for, and assessment of, 
locations it is useful for a central government department to 
provide relevant information accumulated by its research agency— 
experience in the working of the Distribution of Industry Act, 
1945, demonstrates this. Moreover, it is for a government 
department to calculate costs falling upon the community, since 
necessarily it is best fitted to do so. On the important matter 
as to the speed with which diversification should be carried out, 
mistakes are likely to be fewer if it is not hurried; for time is 
needed to weigh all pros and cons and to adapt the means available 
to the ends desired. Besides, since it has been argued above that 
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more reliance should be placed upon new industry and expansions 
of old than upon deliberate industrial transfer, the pace must be 
adjusted to that at which new industry and expansion of extant 
industry occur. Furthermore, to proceed too quickly might 
involve disturbance to current economic activity of an avoidable 
kind. Finally, not only the technique of diversification, but also 
its economic aspects and its social effects, need further study. 
JosEPH SYKES 


University College, 
Exeter. 

















ECONOMICS AND THE SOCIAL SCIENCES } 


Tue problem that this paper is concerned with is somewhat 
narrower than the title suggests. To begin with, I shall be con- 
cerned with the relationship between economics and the social 
sciences only from the point of view of the economist. The 
interdisciplinary problem will be discussed, in other words, from 
the vantage point of the economist rather than from that of the 
sociologist, the anthropologist or the psychologist. Secondly, 
“ economics,” as the term is used in this paper, is intended to refer 
to what may be best described as “‘ orthodox economics.” Since 
by orthodox economics we customarily refer to the theoretical 
systems of the classicists, the praxeologists, the general inter- 
dependence economists and finally the neo-classicists and the 
aggregative economists, the discussion will not be concerned with 
two schools of thought which from some points of view may be as 
significant as the orthodox. I am referring, of course, to the 
Marxists and the institutionalists. Although, in view of space 
limitations, this omission is mandatory, it is a regrettable one 
in so far as the methodological relationship between Marxian or 
institutional economics and the other social sciences is significantly 
different from that prevailing between the latter and orthodox 
economics. 

Closer consideration of the problem of the relationship between 
economics and the other social sciences makes it amply clear that 
its correct formulation depends on the successful solution of a 
somewhat different problem, namely the problem of the empirical 
relevance of economics. It should be obvious, for instance, that, 
if economics is structured as a pure science while the other social 
sciences are structured as empirical sciences, the very question of 
a relationship between them becomes irrelevant. Since the 
implications of this proposition are important for all that follows, 
I should like to dwell briefly on one or two variants of what may 
be called ‘‘ pure economics.”’ In order to make the discussion more 
effective, we must consider briefly the nature of pure sciences. 

Pure sciences are tautological in character. Theorems, derived 
from postulates through entailment or logical implication, are 
necessarily true, if the postulates are true. The theorem merely 
re-asserts what was already implied in the postulates. Nothing 


1 This paper represents the substance of an address given at the 1950 meeting 
of the Midwest Economic Association. 
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objectively new is asserted, though “its content may well be 
psychologically new in the sense that we were not aware of its being 
implicitly contained in the postulates.””1 Theorems of axio- 
matised deductive systems, therefore, can never come into con- 
flict with reality. Their certainty, however, is purchased at very 
high cost, since they are devoid of any factual meaning. 

It is well known, of course, that a pure science can be trans- 
formed into an empirical one under certain conditions. The 
transformation of pure geometry into physical geometry is a case 
in point. The process in this case involves two steps. First, the 
primitives, the concepts, that is, for which no definitions are pro- 
vided within the axiomatic system, are epistemically correlated ? 
to operationally defined concepts with empirical content. As 
soon as this is done, the postulates take on truth-value, they may 
be considered, that is, as being either true or false. Secondly, we 
must engage in a process of confirmation of the postulates. This, 
however, is a rather arduous process fraught with the danger of 
error. Essentially it involves the derivation of operationally 
meaningful theorems * from the postulates which can be tested 
against the facts. If the observations do not contradict the 
operationally meaningful hypotheses, we may accept the theory 
provisionally. If the facts contradict them, the theory has been 
disconfirmed. In such a case we must turn to axiomatic systems 
which are founded on different postulates in the hope that a theory 
not inconsistent with the observations will emerge. Although it 
is not claimed that this is the only procedure available for trans- 
forming a pure into an applied science, it must be asserted that all 
empirically relevant hypothetico-deductive systems resemble this 
pattern from at least a structural point of view. 

An outstanding example of an economist who does not attempt 
to confirm his theory either via direct confirmation of the postu- 
lates or via indirect confirmation through verification of deduct- 
ively derived theorems is provided by Ludwig von Mises. In his 
recent book on Human Action he states that 


“* The scope of praxeology is the explication of the category 
of human action. All that is needed for the deduction of all 


1 C. G. Hempel, ‘“‘ Geometry and Empirical Science,’’ in Herbert Feigl and 
Wilfrid Sellars, Readings in Philosophical Analysis, New York, Appleton-Century- 
Crofts, Inc., 1949, p. 241. 

2 For a definition of epistemic correlation see F. C. 8. Northrop, The Logic of 
the Sciences and the Humanities, New York, the Macmillan Company, 1947, pp. 
119-32. 

3 For a definition of the concept of “‘ operationally meaningful theorems ”’ see 
P. A. Samuelson, Foundations of E ic Analysis, Cambridge, Harvard 





University Press, 1947, pp. 3-6. 
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praxeological theorems is knowledge of the essence of human 
action. It is knowledge that is ours because we are men; no 
being of human descent that pathological conditions have not 
reduced to a merely vegetative existence lacks it. No special 
experience is needed in order to comprehend these theorems, 
and no experience, however rich, could disclose them to a 
being who did not know a priori what human action is. The 
only way to a cognition of these theorems is logical analysis 
of our inherent knowledge of the category of action. We must 
bethink ourselves and reflect upon the structure of human 
action. Like logic and mathematics, praxeological know- 
ledge is in us; it does not come from without.” 4 


Mises’s a prioristic position coupled with the complete lack of any 
traces of confirmation procedures must needs lead us to the con- 
clusion that his system is empirically irrelevant. 

A somewhat more sophisticated approach also leading to pure 
theory construction is much more popular with economists, and 
finds a rather elaborate expression in Professor Robbins’s Essay on 
the Nature and Significance of Economic Science.* Since the con- 
ceptual framework that underlies Robbins’s analysis is generally 
employed by both pure and empirically relevant economics, it 
seems desirable to state it as explicitly as the limitations of space 
permit. I am referring to the framework of human action. In 
the words of Talcott Parsons * 


“ The first salient feature of the conceptual scheme to be 
dealt with lies in the character of the units which it employs. 

. The basic unit may be called the ‘ unit act’... an 
‘act ’ involves logically the following : (1) It implies an agent, 
an ‘actor.’ (2) For purposes of the definition the act must 
have an ‘end,’ a future state of affairs toward which the 
process of action is oriented. (3) It must be initiated in a 
‘ situation ’ of which the trends of development differ in one 
or more important respects from the state of affairs to which 
the action is oriented, the end. This situation is in turn 
analyzable into two elements : those over which the actor has 
no control . . . and those over which he has such control. 
The former may be termed the ‘ conditions’ of action, the 
latter the ‘means.’ Finally (4) there is inherent in the con- 
ception of this unit, in its analytical uses, a certain mode of 
relationship between these elements. That is, in the choice 
of alternative means to the end, in so far as the situation 


1 Ludwig von Mises, Human Action, New Haven, Yale University Press, 1949, 
p. 64. 

2 Lionel Robbins, An Essay on the Nature and Significance of Economic Science 
(Second Edition), London, Macmillan and Company, 1935. 

® The Talcott Parsons rather than some other formulation of the framework is 
selected because, in the judgment of the author, it is by far the best available in 
the literature. 
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allows alternatives, there is a ‘normative orientation’ of 
action.”’ } 


As soon as we postulate that the norm relating means to ends is 
that of intrinsic rationality,” the maximisation of a utility index is 
implied, and the foundation stone of economic analysis has been 
laid. Attacks against the postulate of intrinsic rationality on the 
grounds that it implies the postulation of the economic man or the 
hedonistic calculus were certainly justified in the case of a number 
of early, defective formulations of the theory. The construction 
in its present form is entirely beyond the reach of criticisms on this 
plane. In its most developed form the postulation of rationality 
implies the following : (a) individuals have well-ordered preference 
systems; (b) each individual’s preference system is substantially 
independent of the other economic variables; (c) each individual 
acts to maximise his utility index. 

For Lionel Robbins the postulation of intrinsic rationality as 
the norm which relates means to ends has a firm empirical basis. 
The postulate itself is directly confirmed by introspection. If we 
were to raise the objection that introspection does not lead to 
propositions of public validity, it could indeed be argued that we 
could establish the postulate by subjecting it to intersubjective 
tests. According to Professor Duesenberry, for instance, 


** Our evidence on this question is not confined to intro- 
spection. Each of us is equipped with a body of observations 
on the behavior of other people which confirms the idea that 
everyone has a well-ordered preference system at every mo- 
ment. Moreover, we can confirm our interpretation of overt 
behavior by discussing tastes and differences in tastes. There 
is enough information to confirm us in our belief that the 
concept of a preference field is a meaningful one. Thus the 
utility theory, in its modern form at any rate, is not a remnant 
of an out-moded psychological theory as some have main- 
tained, but has an empirical basis.” * 


The only basis, in fact, for rejecting the postulate would consist in 
the discovery that human behaviour is (a) strictly or primarily 
random, (b) “irrational” in the sense that it is inconsistent, (c) 
instinctive, (d) strictly traditional. In so far as the presence of a 
*‘ deliberative process’ can be confirmed, the essence of the 
rationality or the maximisation postulate must be accepted. 


1 Talcott Parsons, The Structure of Social Action, Glencoe, Illinois, The Free 
Press, 1949, pp. 43-4. 

2 Intrinsic rationality may be contrasted to symbolic rationality. For an 
analysis of the concepts the reader is referred to Parsons, op. cit., pp. 200-18. 

3 James S. Duesenberry, Income Saving, and the Theory of Consumer Behaviour, 
Cambridge, Harvard University Press, 1949, pp. 12-13. 











1950] ECONOMICS AND THE SOCIAL SCIENCES 719 


The claim that Robbins’s approach also leads to pure theory, 
however, rests on the grounds that no statements about empirical 
reality are derived (at least by Robbins) 1 from the postulate which 
could conceivably make a difference about reality, which, in other 
words, could conceivably be refuted. This very weakness of the 
theory from the point of view of empirical relevance has been 
praised by some as a unique contribution to the method of empiri- 
cal science. Northrop, for instance, proclaims that 

“ But if the method of obtaining publicly valid theory in 
contemporary economics has rendered the indirect experi- 
mental testing of that theory through its theorems impossible, 
it has also made it unnecessary. By restricting itself to the 
generic properties of the introspected valuations, economics 
has accomplished something unique in the method of empirical 
science ; it has attained deductively formulated theory which is 
empirically verified directly through its postulates without the 
need of appeal to their deductive consequences.” * 

Far from being a source of pride, this is considered a decisive 
shortcoming by the modern economist who aspires to make 
economics an empirical science in the sense of a theory which 
yields theorems which could conceivably make a difference. On 
these grounds we must decide that Robbins’s method leads to pure 
theory and only pure theory. 

It must be made clear, nevertheless, that this shortcoming is 
not inherent in the action framework of analysis. It has become 
abundantly clear that adept manipulation of the maximisation 
postulate (plus some other important modifications which will be 
discussed below) can turn the theory into a source of a number of 
operationally meaningful theorems. The recent contribution of 
Professor Samuelson in his Foundations of Economic Analysis is a 
case in point. According to Samuelson 

“Tt is hardly enough . . . to show that under certain 
conditions we can name enough relations (equations) to deter- 
mine the values of our unknowns. It is important that our 
analysis be developed in such terms that we are aided in 
determining how our variables change qualitatively or 
quantitatively with changes in explicit data. Thus, we intro- 
duce explicitly into our system certain data in the form of 
parameters, which in changing cause shifts in our functional 
relations. The usefulness of our theory emerges from the fact 
that by our analysis we are often able to determine the nature 
of the changes in our unknown variables resulting from a 
designated change in one or more parameters. In fact, our 

1 All comments on Professor Robbins’s position refer to his statements in his 


Essay on the Nature and Significance of Economic Science. 
2 F. 8S. C. Northrop, op. cit., p. 247. 
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theory is meaningless in the operational sense unless it does 

imply some restrictions upon empirically observable quantities, 

by which it could conceivably be refuted.” + 
Samuelson’s procedure for arriving at operationally meaningful 
theorems takes us to the very heart of modern economic analysis. 
We first establish the fact that we are confronted with n equations 
in n variables and m parameters. Then we transform this system 
of equations into a system in which the variables are explicit 
functions of the parameters. Our final step preceding confirma- 
tion procedures involves utilisation of the maximum postulate.to 
arrive, whenever this is feasible, at commitments concerning the 
signs of the rates of change of the variables with respect to the 
parameters. In so far as these propositions are refutable, even 
though this may be feasible only under ideal conditions, we have 
arrived at operationally meaningful hypotheses.? 

It should be clear, of course, that another alternative is open to 
us. Along more strictly econometric lines we could proceed as 
follows. Employing the action framework along with the rational 
norm postulate we can arrive at a list of theoretically relevant 
variables. If we then proceed to choose the functional forms to be 
used, we can estimate the parameters by appropriate statistical 
techniques. This approach, whenever feasible, leads us to 
quantitative results, whereas the “signs” method is necessarily 
restricted to qualitative results so far as the variables appearing in 
the equations are concerned. 

Closer inspection of the two procedures just discussed reveals 
the fundamental methodological property of modern economics. 
This property lies in what may be called the ‘‘ back-room—front- 
room” approach. The “ front-room” consists of a system of 
equations relating operationally defined economic variables. The 
“back-room ” consists of a conceptual scheme which, though 
different from that of the “ front-room,” is designed to impose 
restrictions upon the form of the equations or the list of the 
relevant variables, depending on whether the “signs” or the 
“‘ parameters ” method is employed. Economists of the Robbins 
class have restricted their efforts to the ‘‘ back-room,”’ whereas 
empiricists—statisticians became absorbed with the “ front-room.” 

1 P. A. Samuelson, op. cit., p. 7. 

* This presentation differs significantly from Samuelson’s in two respects : 
~First, since this discussion has been restricted to comparative statics, Samuelson’s 
second major source of operationally meaningful theorems, namely the stability 
postulate, has been ignored. Secondly, the rationality postulate in Samuelson 
takes the form of maximisation or minimisation of some magnitude, whereas in 
this paper reference is made only to maximisation. This is accounted for by the 


fact that the argument in this paper is restricted so far to the general problem of 
utility with respect to which the rational norm prescribes maximisation. 














1950] ECONOMICS AND THE SOCIAL SCIENCES 721 


The growing consciousness of the intimate relationship between 
the two sectors of economic analysis is a sign that economics is on 
its way to maturity as a science. 

We are now in a position to tackle our central problem, namely 
the problem of the relationship between economics and the social 
sciences. The principal claim of this paper is that integration 
must be sought in the formulation of the conceptual framework 
employed in the “ back-room ”’ of economics. The rest of this 
paper is devoted to the elaboration of this proposition. 

We made the claim above that the introduction of the ration- 
ality postulate enables us to restrict the form of the relations among 
economic variables in such a fashion that operationally meaningful 
theorems may be formulated. This claim, however, exaggerates 
our accomplishments. If we restrict ourselves to the rationality 
postulate, if we make that assumption and that assumption alone, 
the results in terms of operationally meaningful theorems will be 
very puny indeed. Modern utility and consumer behavior theory 
is a case in point. The fundamental proposition that may be 
derived from the maximisation of the utility index postulate merely 
states that the demand functions are homogeneous of order zero 
in prices. Few economists would be satisfied with these results ; 
fewer yet would consider this accomplishment adequate grounds 
for calling economics an empirical science. The paucity of the 
operationally meaningful theorems that can be deduced from the 
rationality postulate are due to its universality. In the words of 
James Duesenberry 


“The preference system analysis of consumer behaviour 
is a somewhat remarkable tour de force. It seems to say 
something about consumer behaviour without saying any- 
thing about the motivations of the consumers in question. 
In its present form it is a more or less deliberate attempt to 
sidestep the task of making psychological assumptions. It 
has the advantage that it allows one to avoid getting out on a 
psychological limb which may collapse at any moment.” ! 


The very attempt of economic analysis to build a theory of univer- 
sal validity, to avoid any and all psychological and sociological 
commitments takes it into the path of operational meaninglessness. 
The only way out of the impasse, the only way for arriving at an 
empirically relevant science is to make these commitments. This 
would reduce the universality of the propositions, but at the same 
time it would increase their range of meaningfulness. It can be 
seen now, however, that this can be accomplished only by utilising 
the findings of the other social sciences. The procedure calls, in 


1 J. 8. Duesenberry, op. cit., p. 15. 
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fact, for a careful inventorying of all the tentatively valid pro- 
positions of psychology, anthropology and sociology in an effort 
to equip economics with the tools necessary to impose restrictions 
upon the relations among economic variables in order that opera- 
tionally meaningful hypotheses may be formulated. Duesen- 
berry’s Income, Saving, and the Theory of Consumer Behaviour is an 
outstanding performance in this frontier territory. 

It is little known that Talcott Parsons as far back as the early 
thirties conceived the problem in almost exactly this form and 
formulated it most elegantly in his Structure of Social Action. 
Detailed reference to his work cannot be made here, in so far as his 
conceptual framework is so elaborate that any discussion of his 
propositions would take us far afield. The clear implication of 
Parsons’s argument is that the ultimate ends, the value-system, of 
the society in which behaviour is studied must somehow find their 
place in the action framework employed in the analysis. It is not 
sufficient to postulate the rational norm. We must further make 
commitment to value-systems which are “ ideally typical ” in the 
culture under analysis. Duesenberry has attempted to do this 
with considerable success in the field of consumer behavior. The 
procedure should be extended, however, to other fields of behavior. 

It is necessary at this point to turn our attention to the fact 
that most of the operationally meaningful theorems in economics 
are not derived from the postulate of utility index maximisation, 
but rather from the postulate of profit maximisation by the entre- 
preneur. It has been generally assumed (though by no means by 
all economists) that the profit maximisation assumption rests on 
the same universal grounds as the utility index maximisation 
assumption. Nothing could be farther from the truth. The 
assumption that entrepreneurs maximise profits involves us 
directly (though at times only implicitly) to a sociological commit- 
ment. It can be argued, of course, that since firms constitute the 
intermediate not the final sector of the economy, and that since 
money is in our society the universal means for accomplishing 
any ends whatsoever, profit maximisation is fully consistent and 
the maximisation of the utility indices in the final or the consumer 
sector of the economy. No doubt this is correct. Other “ prin- 
ciples of selection,” to use Professor Boulding’s terminology, are 
conceivable, however, which are also consistent with utility index 
maximisation. This is especially the case when entrepreneurial 
activity is pursued for its own sake. It seems mandatory, there- 
fore, that we do not consider profit maximisation as the exclusive 
principle of selection, but seek to discover what particular 
principles of selection are relevant in various situations. 
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The basic conclusions of this paper may now be stated in a 
somewhat more precise form. It is necessary, if we wish to develop 
operationally meaningful hypotheses, that in the “‘ back-room ” 
of economic analysis we proceed with the construction of a variety 
of “‘ ideal types ” 1 which commit us to a greater or lesser extent to 
tentatively valid psychological or sociological hypotheses.? This 
will enable us to increase significantly the number of operationally 
meaningful hypotheses in economics, albeit it will reduce the 
universality of our science. In general, we shall be able to work 
within the framework of action and the postulate of the rational 
norm. Our commitment in such cases will take the form of 
introducing “ ideally typical” ultimate ends in our system. In 
other cases the action framework itself may break down. We 
may be obligated to recognise that behavior in these cases may be 
best described by a model postulating instinctive or strictly 
traditional behavior. In still other cases we may leave our 
“ back-room ” entirely empty. It is possible, for instance, to 
commit ourselves directly to an empirical generalisation which 
will take the form of a relation appearing only in the “ front-room ”’ 
of our analysis. The Keynesian supply of labor function is a case 
in point. In general, we should extricate ourselves from the 
shackles of economic universalism and experiment with less general 
but often more useful constructions. 

The social sciences may be expected to contribute to economic 
analysis in other ways as well. The “ institutions” prevalent in 
a culture will obviously reduce the number of elements of the 
situation confronting the actor which from his point of view are 
means rather than conditions. Institutional patterns may, in 
some cases, directly enter the ‘‘ front-room ”’ of economic analysis. 
Legal or institutional relations are often directly introduced in the 
system of equations of econometric models. The maxim that the 
economist of our day should observe is open-mindedness towards 
the achievements of the other social sciences. The future of 
economics as an empirical science may well depend on the degree 
to which our generation of economists are willing to live by it. 

A. G. PaPANDREOU 


Laboratory for Research in Social Relations, 
University of Minnesota. 


1 For a discussion of the ‘’ ideal type” the reader is referred to Talcott 
Parsons, op. cit., pp. 601-10. 

? It should be clear that other elements of the social structure beyond societal 
values could be introduced into the ‘“ back-room ”’ of economic analysis. The 
most outstanding additional category which could be employed in this fashion by 
economists has to do with the “‘ structure of power relations.’’ Consideration of 
this issue, however, is beyond the scope of this paper. 
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MR. HARROD’S DYNAMIC MODEL 


Postulates and Theorems. 

In a famous essay ! Mr. R. F. Harrod developed a very simple 
but apparently quite general model of a dynamic economic 
system. Within that model Mr. Harrod established two important 
theorems which were surprisingly specific in view of the generality 
of the three postulates which he advanced as the axiomatic basis 
of his theory : 


* (1) that the level of a community’s income is the most 
important determinant of its supply of savings ; 

** (2) that the rate of increase of its income is an important 
determinant of its demand for saving, and 

“* (3) that demand is equal to supply.” * 


On the basis of these three postulates the following conclusions, 
which we may designate as theorems, were claimed to be proved : 


Theorem 1. There exists a rate of growth, G,, of national 
income such that if that rate holds in a given period producers 
will maintain the same rate of growth of income in the 
following period if that is physically possible. ‘‘ A unique 
warranted line of growth, [G,,], is determined jointly by the 
propensity to save and the quantity of capital required by 
technological and other considerations per unit of increment 
of total output.” ® 

Theorem 2. “If the aggregated result by trial and error 
by numerous producers gives a value for G (the rate of growth 
actually realized in the period under consideration) which is 
different from G,,, there will not be any tendency to adapt 
production towards G,, but, on the contrary, a tendency to 
adapt production still farther away from it, whether on the 
higher or lower side.”’ 4 


G, is called the warranted rate of growth. It is defined “as 
that over-all rate of advance which, if executed, will leave 


1 R. F. Harrod, ‘‘ An Essay in Dynamic Theory,’’ Economic JournaL, Vol. 
XLIX (1939), pp. 14 et seg. The same trend of thought is presented with slight 
changes of notation in R. F. Harrod, Towards A Dynamic Economics, London, 
1948, These will be referred to as Essay and Towards respectively. We shall 
here follow the notation of Towards except that the variables will be given sub- 
scripts to show to which time periods they refer. 

* Essay, p. 14. 3 Essay, p. 14. * Towards, p. 87. 
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entrepreneurs in a state of mind in which they are prepared to 
carry on a similar advance.” 1 Mr. Harrod assumes that except 
when an increase of production, and therefore of income, is 
limited by ‘“‘ fundamental conditions” such as the size of the 
population or known technology, entrepreneurs will do what 
they are prepared to do. We may then say that G, is defined 
as that rate of increase of income which, if achieved, will be 
continued into the future by entrepreneurs so long as they can 
do so. 

G,, depends entirely on the behaviour pattern of entrepreneurs. 
It is accordingly quite surprising that Harrod presents a proof 
not only that G,, always exists,? but also that it is equal to a 
where s is the average propensity to save and C, is the accelerator. 
That is, s is the ratio of saving to income in the period under 
consideration,® and C, is “‘ the value of the capital goods required 
for the production of a unit increment of output.” 4 

Having defined G,, it remains to be proved that it exists under 
any particular conditions. Whether or not G, exists is a matter 
of fact; it is quite possible that there is no rate of growth of 
income such that it will leave entrepreneurs in the frame of mind 
to continue that rate of growth of production. Harrod’s first 
proposition is that G,,, a characteristic of the behaviour of business- 
men, exists and is equal to the ratio of two terms, one of which 
is a characteristic of the behaviour of savers, and the other is a 
technological characteristic of production. 

Harrod assumes that the production of any period, up to the 
limitations imposed technologically, is determined by the decisions 
of entrepreneurs. Suppose that their decision as to how much to 
produce in any period is a linear function of income levels of the 
past n periods. There will not in general exist a real positive 
rate of growth G, such that if it was sustained over the last n 
periods, it will then hold in the (nm + 1)th period as well. For 
such a rate to exist, the coefficients of the function relating 
current to past incomes must satisfy certain conditions.5 

Thus consider a dynamic model involving the interaction of 

1 Towards, p. 82. 

? Essay, paragraphs 4 and 5. 

* Harrod usually assumes that s is the ratio of the saving of the current period 
to the income of the previous period. 

‘ Essay, p. 16. Harrod recognises elsewhere that C, must be given a time 
dimension. 

5 See my article ‘“‘The Accelerator as a Generator of Steac, Growth,” 


Quarterly Journal of Economics, Vol. LXIII, May 1949, for a discussion of these 
conditions. 
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the accelerator and propensity to consume of the sort discussed 
by Samuelson : 1 


Y, = (1 — 8)¥,-, + CAY,-1 — Yi-2) ~ « (2) 


In this equation Y,, as usual, represents income of period ¢, and 
s and C, are the propensity to save and the accelerator as in 
Harrod’s model. An equation of this form is usually interpreted 
as indicating that the income-determining expenditures of the tth 
period depend on the income and the change of income of the 
previous period; that is, that it takes one period for the expendi- 
tures related to a given income in the case of consumption, or a 
given change of income in the case of investment, to go through 
the economic system and once again become income. But we 
may if we like read equation (1) as giving the rule for the behaviour 
of entrepreneurs, that they will cause to be produced in period ¢ 
an amount equal to the expenditure for consumption out of the 
income of the period (¢ — 1) plus the amount of investment 
justified by the increase of income in period (¢ — 1) over that of 
period (t — 2). 

Suppose that s=0-l1 and C,= 1-5. Then equation (1) 
implies an explosive cyclical pattern and there is no steady rate 
of growth G,, such that upon substitution of Yy = 1, Y; = 1+G, 
in equation (1), the equation will yield Y, = (1 + G,).2_ What- 
ever rate of growth, G, is tried in (1) by setting Y,-, = (1+ 
G)Y,_., the resulting value of Y, will be less than (1 + G)Y;_,, so 
long as (1 — s + C,)?<4C,. 

How then does Harrod prove the proposition that G, exists 


and that it is equal to a ? He starts with an identity : 
ae: « ee te oe @& 


in which all the terms are measured ex post,® that is, G, is the 
rate of growth that has actually occurred in period ¢, C, is the 
ratio of increment of capital (net investment) to increment of 
income actually experienced, and 3,’ is the ratio to income of 


1 Paul A. Samuelson, “ Interactions between the Multiplier Analysis and the 
Principle of Acceleration,” Review of Economic Statistics, Vol. XXI, No. 2, May 
1939, pp. 75-8; reprinted in Readings in Business Cycle Theory (Blakiston), 1944. 

2 Proof: If this were so then x = 1 + G, would be a root of x? — (1 — s)x — 
C,(c — 1). But the roots of that polynomial are complex when (1 — s + 
C,)? < 4C,. 

3 Harrod’s notation has been slightly modified in order to preserve the 
distinction between measurements ex ante and ex post. 
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the (¢ — 1)th period of saving that has actually been made in 
period ¢.+ 
That (2) is an identity follows from the following definitions : 


Definition 1. ex post saving = ex post investment so that 


& °Yi-y =C(Y,—Yi-,). . « « (3) 
Definition 2. 
G, = Yi —Vi-y ; (4) 
‘-1 
Dividing both sides of (3) by C,¥,_, we get 
8; — Y,- 
C, = ae OG: « « wouest® 


Harrod assumes as a matter of fact that ex post saving equals 
ex ante saving so that s,, = s. This assumption is a substitute for 
Postulate 3 for it tells what happens when demand for and supply 
of saving are not equal. From this assumption and (5) we get 


M=Ge- ese es O 


Now comes the crucial step in the proof so let us have it in 
Harrod’s exact words : 


“ Tf the value of the increment of stock of capital per unit 
increment of output which actually occurs, C,, is equal to C,, 
the amount of capita] per unit increment of output required 
by technological and other conditions . . . then clearly the 
increase which actually occurs is equal to the increase which 
is justified by the circumstances. This means that, since C, 
includes all goods (circulating and fixed capital), and is in 
fact production minus consumption per unit increment of 
output during the period, the sum of decisions to produce, to 
which G, gives expression, are on balance justified—+.e., if 


C, = C, then G, = G, and (from (6) above) Gy = x” 2 


The first statement that if C,—C, the investment was 
justified may be regarded as a definition of the term justified. 
The second statement is also definitional, that if the investment 
actually made is the amount that is justified, then the total 
amount of goods produced will have been justified. 

So far the argument is merely definitional. The critical 
question is why does C, = C, imply G, = G,? That means that 

1 Note the peculiar timing that relates saving in period ¢ to the income of the 
previous period. In this I follow Harrod (Zssay, p. 18). Later we shall consider 


the effect of changing this assumption as to timing. 
2 Eesay, p. 18. Subscript notation changed from original. 
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if the decisions to increase output from last period to this one 
were justified, new decisions will be made to continue the same 
percentage rate of growth into the next period. This need not 
be so, and it is an important characteristic of Mr. Harrod’s model 
that he assumes that it is so. 

Let us temporarily assume that it is not so, that the behaviour 
of entrepreneurs is such that if this year’s production decisions 
are justified (giving to that term the meaning Mr. Harrod attaches 
to it) next year’s production will equal this year’s production. 
Under this assumption if G, is a justified rate of growth not equal 
to zero, then G, cannot be a warranted rate of growth since by 
our temporary assumption, if G, is justified, G,,, = 0 and for 
G, to be a warranted rate of growth it must, by definition, be 
followed by G,,, = G, Our temporary assumption of entre- 
preneurial behaviour accordingly contradicts Mr. Harrod’s proof. 

Therefore, the postulate, that if G, is justified G,,, = G,, is 
essential for Mr. Harrod’s proof. This postulate is much more 
restricted than the general postulates advanced by Harrod, and 
helps explain how Mr. Harrod got such specific conclusions from 
such general postulates. In fact, Mr. Harrod did not use his 
general postulates at all, but implicitly substituted for them the 
following set of more highly restricted postulates : 


Postulate 1a. Ex ante saving in period t = sY,_,. 

Postulate 2a. The justified investment in period t = 
ty Ae 

Postulate 3a. Ex post investment = ex ante saving. ! 

Postulate 3b. If investment ex post is justified in any period, 
entrepreneurs will (unless prevented by physical limitations) 
in the succeeding period increase production in the same 
proportion as it has just been increased. If in any period 
investment ex post is less than the justified investment, 
entrepreneurs will in the next period increase the rate of 
growth of production, and vice versa. 


Let us denote the difference between justified investment and 
ex post investment in the tth period as U,. Then by Postulates 
la, 2a and 3a: 


U, = CY; — Y;-3) — sY,_, . . . . (7) 
Postulate 3b can then be expressed as 
Gi.4 = G, + F(U,) . . . . . (8) 


1 As noted below, this is not a necessary assumption for Mr. Harrod’s model, 
but it was adopted for simplicity of exposition. 
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where F is any function which is positive, negative or zero accord- 
ing to whether U, is positive, negative or zero. From this 
definition of F it follows from (8) that G,,, = G, when and only 
when U,=0, and U,=0 is then a necessary and sufficient 
condition for a warranted rate of growth, a rate such that if 
realised in period ¢, it will again be realised in period ¢ + 1. 

Mr. Harrod’s first theorem can be immediately demonstrated 


by noting that Y, = Y o(1 ao a) upon substitution in (7) yields 
U,=0. Therefore if Postulates la, 2a, 3a and 36 hold there 
does exist a warranted rate of growth G, = a , 
Mr. Harrod’s second or instability theorem, states that if 

C. 
G,= G+; then by definition (2) Y, = ( l+a + b) an 


and from (7) it may be seen that U,=06C,Y,_,. If as we 
usually assume C, and Y,_, are positive, U, will have the same 
signas b. By Postulate 3b, F(U;,) has the same sign as U,. Then 
by (8), G,., will be greater or less than G, if b is greater or less 


G, # Bd , then G,, , will be farther from * than was G,.1 Suppose 


than zero respectively. Therefore if G, differs from o G,,, will 
r 
differ more, so that successive G’s will depart farther and farther 
8 
from G.: 

Although Postulates la, 2a, 3a and 3b completely specify 
Mr. Harrod’s model, except for the exact shape of F(U,), a more 
general set of postulates might have specified the same dynamic 
system. As Mr. Harrod has observed,? his particular assumption 
that ex ante savings = ex post savings is not essential to his system. 
We may accordingly make Mr. Harrod’s system somewhat more 
general by substituting the concept of ex ante investment for 
that of justified investment. 

Leaving Postulate la unchanged we may form the extended 
Harrod model by substituting the following two postulates for 
Postulates 2a, 3a and 3b. 

1 A dynamic system is frequently said to be unstable when it does not approach 
a limiting value as time goes on. From this point of view continued growth, 
however steady, is unstable. But in the present analysis we may define a different 
concept of instability which we may call instability in the Harrod sense. Given 
a warranted rate of growth G,, if over a certain range of G, when G, # G,, then 
|G.41 — Gel > |G, — G.|, the growth rate is unstable in the Harrod sense over 


the specified range of G,. 
2 Essay, p. 21. 
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Extended Postulate 2b. Ex ante investment in period ¢ = 
CY, — Y;-;). 

Extended Postulate 3c. If investment ex ante = saving ex 
ante in period t, the rate of growth of income in period ¢ + 1 
will equal the rate of growth in period ¢t. If ex ante invest- 
ment exceeds ex ante saving in period t, the rate of growth of 
income in period ¢ + 1 will be larger than that of period ¢, 
and vice versa. 


Postulates la, 2b and 3c lead to exactly the same dynamic 
model as did Postulates la, 2a, 3a and 36, provided JU, is re- 
defined to be the difference between ex ante investment and 
ex ante saving, instead of the difference between justified invest- 
ment and ex post investment. The two sets of postulates lead to 
identical behaviour of Y, from any given initial conditions. 
The only difference between them relates to the intermediate 
mechanism which brings this behaviour about. 

Mr. Harrod discusses his model almost exclusively in terms of 
ex post saving equalling ex ante saving, so that some who disagree 
on this point might have been tempted to reject Harrod’s model. 
Mr. W. J. Baumol, in comparing the Harrod with the Samuelson 
model has indicated that one of the principal differences was that 
in Harrod’s system ex post saving-investment = ex ante saving, 
while in a Samuelson system ex post saving-investment = ex ante 
investment.1 Since the extended Harrod postulates fit exactly 
the same dynamic system as do the postulates actually used by 
Harrod we must disagree. Mr. Harrod’s system is more general 
than the restricted assumption of ex post investment equalling 
ex ante saving. 

None the less, the Harrod model is based on restricted assump- 
tions much less general than the postulates originally listed (p. 724 
above). What happens to Mr. Harrod’s theorems if we consider 
postulates more general than 3c ? 

In order to make Postulate 3c more general we may take a 
hint from Mr. Harrod’s observation concerning the similarity of 
his model to Mr. Keynes’s proposition in the Treatise that if 
investment exceeded saving the system would be stimulated to 
expand and conversely.?, An excess of ex ante investment over 
ex ante saving leads to an increase in income because expenditure 
will then exceed income. Therefore the following may be 
considered as a generalised form of Postulates 3b or 3c. 

1 W. J. Baumol, ‘‘ Notes on Some Dynamic Models,”’ Economic JouRNAL, 


LVIII (232), December 1948, p. 514. 
2 Essay, p. 19. 
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Postulate 3d. If in the current period expenditure exceeds 
income produced, the rate of growth of income produced in 
the next period will exceed that of the current period. If 
expenditure is less than income produced, the rate of growth 
of income produced in the next period will be less than that 
of the current period. 


In equation form this postulate leads to exactly the same 
dynamic model as that expressed by (8) except that now 


U,= E; — Y, . . . . . . (9) 


where EH, represents expenditure in period ¢t. The other terms 
are as previously defined. 

We may call (8) and (9) the generalised Harrod model. 

The behaviour of the generalised Harrod model depends on 
the specific assumptions that are made concerning the dependence 
of expenditure in period ¢ on the income of the current and 
previous periods. Mr. Harrod’s own model is a particular case 
of the generalised Harrod model in which Postulates la, 2a or 
2b specify the way in which expenditure depends on income of the 
current and preceding period, as expressed by (7) in conjunction 
with (9) : 

E,= Y,—8Y,-,; +C(Y;— Yi-;). . «. (10) 

Equation (10) furnishes a clue to the instability of Harrod’s 
original system. For it says that a 1l-unit increase in a period’s 
income brings about a (1 + C,)-unit increase in that period’s 
expenditure. If in Harrod’s original model a l-unit increase of 
income in period ¢ leads to more than a 1-unit increase in expendi- 
ture, why is not the model immediately unstable in period ¢? 
The relevant question now appears to be not why the Harrod 
model is eventually unstable, but why it is not immediately un- 
stable. The answer lies in the assumption that Harrod has 
implicitly made that expenditure of period ¢ does not affect 
income of period ¢. It does determine the rate of growth of 
income in the next period however. Harrod has assumed that 
the current period’s income depends on entrepreneurial decisions 
based on the relation of expenditure to production in the preceding 
period. Therefore an increment of income of this period which 
leads to an even larger increment in expenditure in this period will 
raise the income of next period, and the expenditure of next 
period which will raise the income of the succeeding period, etc. 

Sometimes Mr. Harrod considers the possibility that s may 
vary and so become large enough to stabilise his model, though 
only to dismiss this possibility because of the large marginal rate 
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of saving required. But no matter how large s is it cannot 
stabilise the system described by equations (7) and (8), since the 
size of s did not enter into the proof of Theorem 2 that the system 
is unstable. 

How then can Harrod take the view that a sufficiently large s 
can stabilise his system‘ That view implies a different timing of 
the relationship between saving and income than is required for 
the proof of Harrod’s two theorems, but Mr. Harrod is not 
entirely consistent in his assumptions as to the timing of saving. 
Sometimes he implies that ex ante saving of period ¢ equals sY, 
rather than sY,_,.1_ Under that assumption, if the marginal 
rate of saving is greater than C,, the growth of Y, can be stabilised 
in the Harrod sense, provided the average rate of saving is less 
than C,. 


A Samuelson Model. 


We may contrast the generalised Harrod model of equations 
(8) and (9) with what we may call a generalised Samuelson model. 
That model is based on the assumption that income of any period 
equals expenditure in that period, so the generalised Samuelson 
model is 

meee ts ss ee emlUce OE 

This model is a substitute for Postulates 3a, 3b or 3c of Harrod’s 
system. It says essentially that income is equal to expenditure 
rather than that income is determined by entrepreneurial decisions 
based on the behaviour of expenditure. We can easily appraise 
the behaviour indicated by a Samuelson model under Harrod’s 
Postulates la and 2b as expressed in equation (10). Combining 
equations (10) and (12) we get : 


Y,= £, = Y, —s8Y,-, + CY, — Y,-;) . . (13) 
This equation has the solution 
8 t 
¥,=¥o(1+¢) tien ly ae 
that is G,, = a exactly as in the Harrod model. Furthermore, as 
r 


in the Harrod model this solution is unstable since in (13) a 
l-unit increase in income on the right-hand side will bring about 
a 1 + C,-unit increase of expenditure and therefore of income in 
the same period, which will bring about a (1 + C,)?-unit increase 

1 This inconsistency was pointed out by Baumol, op. cit., p. 507, footnote 1. 
If saving equals sY, rather than sY,_,, the warranted rate of growth G,, is 


8 8 
S=s rather than CG; 
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of expenditure and income in the same period and so on ad 
infinitum. Given Harrod’s assumption as to the timing of 
investment and saving, the Samuelson model yields exactly the 
same results as does the Harrod model, except that the system 
will immediately exnlode in the Samuelson model, while income 
in the Harrod mode! will grow at a finite but ever-increasing rate. 

The instability in this case is induced by the dependence of 
investment on income of the same period.! If it is then assumed 
that investment expenditure of period ¢ depends on the change 
of income of previous periods the explosive process which in the 
previous case was compressed within a single period will now 
operate only gradually from period to period. 

Thus suppose we change Harrod’s assumption expressed in 
Postulates 2a or 2b to : 


Postulate 2c. Ex ante investment of period t = C,(Y,-, — 
Y,-s). 


This differs from Postulates 2a or 2b only in that the investment 
effect of a change in income is lagged one period. Then 


tat, - is ete ae.. . . 


If we substitute (15) in the general Harrod model (9) we find 
that there will be a warranted rate of growth only if (C, + 
1 —s)? > 4C,. If that condition is fulfilled there will be two such 
rates of growth G,, and G,y..2 The smaller of these will be 
unstable, and the larger will be stable in the Harrod sense. 

Insertion of Postulate 2c into the Samuelson model yields 
similar behaviour. There is no warranted rate of growth unless 
(C, +1 —s)?>4C,. If that condition is fulfilled, then the same 
two rates of growth G,, and G,,. that were warranted rates in the 
Harrod model will be components of the solution in the Samuelson 
model. 

The similarity between the Harrod model and the Samuelson 
model is no coincidence. It follows from the fundamental con- 
struction of the two models. The Harrod model says that when 
expenditure equals income the rate of growth is continued, 1.e., 


1 This has been pointed out by J. R. Hicks, ‘“‘ Mr. Harrod’s Dynamic Theory,” 
Economica, (N.S.) XVI (62), May 1949, p. 210. 


Ce ++1—8s —V(C, + 1 — 8)? — 4C, 
- 2. 





°é., = 1 








C,+1—#+VC, +1 —s)* —4C, _ 
2 

Note that C, > 4 and s ¢ 1 are sufficient, but not necessary conditions for the 

existence of a warranted rate of growth. 


and G,, = 1 
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it is a warranted rate of growth. The Samuelson model simply 
says that income equals expenditure. But when income equals 
expenditure then according to Mr. Harrod’s definitious and 
postulates the rate of growth has been justified; so what the 
Samuelson model says will happen the Harrod model considers as 
a normal development from which deviations occur. If there is 
a steady rate of growth that satisfies the Samuelson model it will 
be a warranted rate of growth in the Harrod model. If a given 
rate of growth is unstable in one, then it is unstable in the other. 
If the Samuelson model can be satisfied only by oscillating 
movements the same will in general be true of the Harrod model. 

This similarity makes further investigation of the generalised 
Harrod model much easier, since we can perform our analysis on 
the simpler Samuelson model and carry the results over to Mr. 
Harrod’s system.1 The author has previously investigated the 
conditions under which steady growth is possible in a Samuelson 
model.2 From that analysis it may be concluded that although 
Harrod’s two theorems do depend upon the particular assumption 
he made about the timing of saving and investment, substantially 
the same theorems may be proved in the general case of current 
expenditures depending on past levels of income, but with some 
qualifications concerning the size and timing of propensity and 
accelerator. 

In order to illustrate the manner in which the timing and size 
of propensity and accelerator influence the time shape of income 
as indicated by a Samuelson or Harrod model we may consider 
the following generalised system. 

Suppose there are two types of expenditure in the system 
which we may call consumption and investment, respectively, 
although we are much more interested in the manner in which the 
two types depend on the levels of past and current income than 
in the objects of expenditure. 


Postulate I. Consumption expenditure of time period t = 
aY,_». 


Postulate II, Investment expenditure of period t = 


(Yip — Yi-p-3) + (Yi-p-1 — Vi-p-a +--+ - 
+ (¥s—p—-g41 — Yi-p-y). 


1 This is essentially what Mr. Hicks has done, op. cit. Unfortunately Mr. 
Hicks assumed a highly restrictive condition on the accelerator to get the minimum 
rate of steady growth (p. 113). Consequently, his system is not unstable in the 
Harrod sense. 

* See footnote 5, p. 725. 
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Postulate III. A. Samuelson model : 
Y, = E; . . . . . . (12) 
B. Harrod model : 
Gi41= G, + F(E, — Y;) . . . (16) 
(all terms as previously defined). 

In these relationships we may call a the propensity to consume 
and c the current accelerator, p the consumption period and gq the 
investment period. The adjoining Y’s in Postulate II cancel out 
so that Postulate II can be written : 

Investment expenditure of period t = c(Y;-» — Y;~p-,). 


For these postulates of which Harrod’s postulates can be con- 
sidered a special limiting case with p= 0, we may state the 
following as the closest we can get to Harrod’s theorems : 


Generalised Theorem I. A warranted rate of growth, G,, 
exists if and only if 





aeg@to>} a aan ae aden a 
and 

qe q es 

77 sear? . -s* « OO 


Generalised Theorem II. If one warranted rate of growth 
exists, another one also exists. The larger of the two, G, 
which may be called the dominant rate of growth, must 
satisfy the condition 


(1+ Gpte> © ae 


The smaller (minor) rate of growth will be unstable, and the 
dominant rate stable in the Harrod sense.* 


Notice that for a given a and c such that a +c > 1 and for 
given qg we can, by choosing p sufficiently small, make sure that 
conditions (17) and (18) will be fulfilled. Harrod assumed 
essentially that p = 0 and (usually) thata +c > 1. Under these 
assumptions Harrod was sure to find steady growth possible in his 
system. Furthermore, as condition (19) indicates, as p gets 
smaller the dominant growth factor over the income plus invest- 
ment period gets larger, and as p approaches 0, G increases without 
limit. But for G to increase without limit corresponds to Theorem 
2. Therefore under Harrod’s assumptions of p = Oanda +c > 1 
his two theorems are valid. 


1 See reference of footnote 5, p. 725 for proof of these theorems. 
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Under more general assumptions as to the size of p and a + ¢ 
Harrod’s theorems must be qualified. The necessary qualifica- 
tions are indicated by (17) and (18). We may define C, as the 
ultimate accelerator, the amount of additional capital required 
for each additional unit of production per unit of time. Of 
course C, has a time dimension such that C, for a year is 1/12 of C, 
for a month and 1/52 of C, fora week. In contrast to the ultimate 
accelerator C,, is c, the current accelerator. If q is the length of 
the investment period then gc = C,. 

The interaction of propensity and accelerator and their 
respective timing can be related to Harrod’s first theorem as 
follows : 


For given non-zero values of C,, » and q, a warranted 
rate of growth will exist, provided a is large enough. 

For given non-zero values of p, g and a, a warranted rate 
of growth will exist, provided C, is large enough. 

For given non-zero values of p, a and C,, a warranted rate 


of growth will exist, provided q is short enough, and % > ¢€, 
the base of natural logarithms. P 
For given non-zero values of a, C, and q, a warranted rate of 


growth will exist, provided p is short enough and a +- “ > 1. 


The above qualifications of Mr. Harrod’s Theorem 1 are 
important principally if the propensity to consume or the ultimate 
accelerator is small, or if investment is a long time being put into 
place relative to the income period. For example, if it should 
take about five years for investment to be put into place, and C,, 
the ultimate accelerator on an annual basis is of the magnitude 
of 2, and if a < 0-60 then steady growth is impossible however 
short the income period, forc < 0-40 and thereforea +c <1. It 
is important to note that the relevant investment period is not a 
decision or use period, but the length of time it takes to make the 
expenditures for investment induced by a given period’s increase 
in income. 

If a warranted rate of growth exists, Harrod’s second theorem 
is substantially true for all practical purposes. Harrod found 
that any departure from a warranted rate of growth leads to a 
greater subsequent departure. We find that this is true of a 
minor rate of growth but not for a dominant rate of growth. 
But for any realistic values of the relevant constants the dominant 
rate of growth, when steady growth is at all possible, will be so 
large that for any moderate initial rate of growth the rate of 
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growth is unstable in the Harrod sense unless stabilised by some 
factor not yet considered. The most promising candidate for the 
role of stabiliser is price. 


Price as Stabiliser. 


In both the Harrod and Samuelson models when rates of 
growth increase from a given initial rate they do so because the 
combined consumption and investment expenditure in each 
period exceeds the income produced in that or in the preceding 
period. But suppose increasing expenditure tends to raise prices 
as well as to call forth greater production. When prices rise a 
given increase of expenditure brings out less than a proportional 
increase in production. There will then be required a correspond- 
ingly smaller amount of new investment. As a result increasing 
prices may halt a runaway movement in the rate of growth of 
income and stabilise it at a moderate rate of growth, or even 
cause income to oscillate cyclically instead of growing steadily.* 
The remarkable feature of price as a stabiliser is that a relatively 
small degree of price flexibility may be sufficient to stabilise a 
highly explosive situation. 

The manner in which price flexibility can stabilise an other- 
wise explosive situation can be illustrated by a simple example. 
Suppose there is no tendency to save whatsoever, the propensity 
to consume being equal to unity. Further suppose that C, = 2, 
and the consumption and investment periods are each equal to 
one time unit. We may assume that the accelerator operates 
only on changes in real income, so that accelerator-induced real- 
investment expenditure of period ¢ is : 


c, (73 a a) 
Pi-1 = Prt-2 


where p,; is the price level of period t. We also assume that this 
real expenditure is to be translated into money expenditure at 
prices of period ¢ — 1 so that money expenditure of period ¢ is 
given by: 
Y,- Fox 

E,= Y,-,+2 aiat Stet) me veo « € 

t ~3 + (Se Pies Pi-1 (20) 
If prices are constant, then (20) implies, in a Samuelson or 
Harrod model, two warranted rates of growth G,, = 0 and 
Gus = 100%. Any initial rate of growth of real income less than 
100% per year will then lead to subsequent rates of growth larger 


' See reference of footnote 5, p. 725, pp. 188 et seq. for a discussion of price 
flexibility as a stabiliser. 
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than the initial rate, i.e., the model is unstable in the Harrod 
sense over initial growth rates of real income between 0 and 
100%. 

If prices are not constant, however, the situation is altered. 
Suppose, for example, that prices respond to an increase of 
expenditure in the following manner. An increase of expenditure 
will call forth increases in prices and in real output equal to each 
other. Thus a 21% increase in expenditure will call forth a 
10% increase in real income and a 10% increase in the price level 
(1-10 x 1-10 = 1-21). Under these conditions (20) will be stable 
in the Harrod sense. Any initial rate of increase in real income 
will lead to smaller subsequent rates of increase. Thus a system 
that is highly unstable if prices are constant becomes stable in the 
Harrod sense when prices vary. 

Let us see what makes the difference between the two cases. 
Suppose as initial conditions in both cases a 2% growth in real 
income. With constant prices in (20) if Y,_, = 0-9804, and 
Y,-, = 1-00, then EH, = 10392. The Samuelson model, (12), 
indicates that Y, = 1-0392, so that the initial rate of 2% leads 
to an immediately following rate of about 4%. In the Harrod 
model (8), if Y, = 1-02, we see from (9) that U, > 0 so that 
G.,1 >G,. Therefore we know that the initial rate of 2 % will 
lead to a subsequent rate greater than 2%. 

Under the second assumption, that price varies with real 
income, we may assume as the corresponding initial conditions : 
res = 0-9804, Yin = 1:00, p_, = 1:00, so that (20) yields 

t-2 t-1 
E, = 1-0392 just as in the previous case, but this increase of 
expenditure of 3-92% will, according to the assumption on price 
behaviour, imply a price rise of 1-94% and a rise of real income of 
1:94%. The initial 2% rise of real income has not been sustained. 
If then we repeat the procedure using any other initial rate of 
growth we will find that the subsequent growth of money expendi- 
ture in this model when prices change as assumed must be less 
than twice the initial rate of growth of real income, and when the 
growth of money expenditure is broken down into an equal price 
rise and real-income rise, the rise of real income will be smaller 
than the initial rise. If we tried for example a 10% initial 
increase of real income and price in (20) it would lead to an 18-2% 
increase in money expenditure, which in turn would bring about 
only an 8-7% increase in real income and a 8-7% rise in prices. 
Thus (20) in conjunction with (12) leads, under the price behaviour 
assumed, to a sequence of incomes such that each period’s rate of 
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growth is smaller than the preceding period’s, so that the rate of 
growth tends towards 0. 

So long then as present expenditures are based on past prices, 
a price rise can stabilise a rate of growth that might otherwise 
have led to even greater rates of growth. The familiar phe- 
nomenon of forced savings arises, buyers get less for their money 
than they intended to buy. If, however, the buyers refuse to be 
frustrated, but raise their expenditures in proportion to the rise 
of prices then prices cannot act as a stabiliser. If the money 
supply permits such behaviour there will ensue an inflationary 
process whose speed will be gove"ed by the rapidity at which 
the spenders readjust to the new pric: level. 

We may conclude that Mr. Ha:rod’s theorems yield valuable 
insights into certain unstable relationships that can exist in an 
economy in which some expenditures depend on the rate of 
change of income. But whether a warranted rate of growth 
exists or not depends on the timing and magnitude of the various 
types of expenditure, and on the behaviour of prices. Similarly, 
although it seems reasonable to believe that timing and magnitude 
of the expenditures are such that a moderate warranted rate of 
growth would not be stable in the Harrod sense, yet that in- 
stability may be moderated by price flexibility if purchasers 
cannot or do not immediately increase their expenditures in 
proportion to a rise in the price level. 

Sipney 8S. ALEXANDER 
International Monetary Fund, 
Washington 25, D.C., 
U.S.A. 


No. 240.—voL. Lx. 




















SOME OBSERVATIONS ON PROBLEMS OF HILL AND 
MARGINAL LAND 


ATTENTION has recently focused, both in Parliamentary 
debate and in Press discussion, on the problem of a fuller use of 
the hill and marginal land in this country. Such discussion 
usually leaves a vague impression that given goodwill, rather 
more effort and some minor adjustments in agricultural policy, 
these areas could become a large potential source of increased 
livestock production. Beef herds are usually mentioned, with 
the inference, undoubtedly true, that such an increase would 
serve to lighten the austerity of post-war food conditions, and 
contribute substantial encouragement to the precarious balance 
of food supplies in Europe. 

This marginal problem in its entirety has been compara- 
tively little analysed in full detail, though its importance has 
received much lip service. 

At the root of the problem, capital and its nature, especially 
the peculiarities attached to agricultural capital, provide the 
real key to the fundamental difficulty inherent in this type of 
land. So closely are ecological considerations bound up with 
the examination and findings of the capital problem that it is 
difficult to say where, if at all, precise boundary lines occur 
between the geographical disability and economic opportunity 
with which the problem is so closely bound up. 

Hill and marginal land comprises some 34% of the agri- 
cultural land of this country, the areas concerned providing a 
surprising similarity of underlying economic feature. 

1. Hill and marginal land is invariably an area of low rate- 
able value per head. The disability that this factor brings is 
one of the most noticeable social features of such areas. Dis- 
ability may include inadequate or non-existent main drainage, 
sewage or water supplies; out-of-date and insufficient housing ; 
old-fashioned social amenities; ill-balanced educational facilities 
of all types; lack of good transport services—and often lack of 
suitable roads to admit them—and like disadvantages. 

It is an attempted remedy of these factors to which grants 
for marginal land improvement—distinct from producer subsidy 
such as hill sheep and cattle subsidy made to hill farms pursuing 
a definite sheep policy—subscribe. Far too often marginal 
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grants are confused with or represented as grants to the agri- 
cultural industry as such. In point of fact they more often 
invade the province of local government authority, often itself 
contending in inadequate resource with the angular problem 
that low rateable value propounds, rather than agricultural 
provinces more precisely defined. 

Owing partly to the above factors, and to others more widely 
social in its strict sense, marginal areas tend to a drift of popula- 
tion of all ages and skills towards more favoured places. In 
villages and the small country towns population of a retired age 
group tends to replace them numerically and less skilfully. This 
replacement population reflects both the availability of houses or 
lack of them in other more crowded parts and an increasing 
demand for relief from congested urban places at retirement. 

This replacement population is able and willing to offer 
capital investment in housing that tends to create artificial 
values in this repect, operating against local competition. In- 
filtration of skilled ancillary trades inseparable from agriculture 
into the area is thereby lessened. Skilled craftsman infiltration 
in any trade is in any case becoming very rare. A degree of 
instability tends to be present in such areas which does not in 
point of fact occur in industrial urban areas as distinct from 
residential ones. 

2. Hill and marginal areas are places of economic paradox. 
Many indispensable services cost more—road mileage, for instance, 
with its small but definite effect on retail prices. Service facilities, 
from those enterprises engaged by domestic consumers to whole- 
sale provision, such as bulk fuel, repair of agricultural imple- 
ments and facilities provided for rural businesses, are others. 
Such servicing firms rightly add, directly or indirectly, travelling 
time and higher incidental costs to their customers’ accounts. 
Further, extra wages or incentives are often paid to operatives 
and fitters capable of the higher skills, whose employment away 
from urban centres necessitates additional payment. Conversely, 
the loss in many ways occasioned by lack of such skills, or the cost 
of long and expensive haulage to urban centres providing them, 
is a little assessed additional item in the progressive hill and 
marginal land farmers’ cost of production. Thought will provide 
many more examples of this peculiar costing feature characteristic 
of such areas. 

Geographically and climatically such areas possess less earn- 
ing power, a factor more pronounced for the farmer than for 
other occupations with less at stake under short-seasoned skies 
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and belated springs, but present, nevertheless, for all occupations 
in the areas concerned. In some trades and professions, of 
which butchering, general medical practice, trades catering for 
seasonal requirements—catering establishments, craft businesses 
and the like—are obvious examples, the decreased earning capacity 
in these areas, compared with more favoured ones, has a statis- 
tical basis, i.e., low density of population, less incidence of 
specific demand, less proportionate use for specialised skills or 
expensive equipment, on which degrees of profitability ulti- 
mately depend. Conversely, the lack of such provision may 
adversely affect the amenities of such areas for potential earning 
power. Within the range of occupations and professions con- 
cerned, stocks of trade and occupational commodities, spares, 
replacements and incidentals, are required equal to areas of 
greater statistical earning power, and occasionally to insure 
against severe weather conditions, delay in supplies, and to 
benefit from discount and other rates related to quantity supply, 
larger stocks have to be held than might be considered usual. 
The unit size of these occupations may conceal the operation of 
this factor, but an estimation of work output per man hour 
against deadstock investment will often provide a mental jerk 
on this point. In addition, the quality of such accessories, 
especially those destined for outside use, must be relatively more 
durable than those for more favoured places, or, conversely, the 
depreciation rate is often higher in practice, with a shorter working 
life on lower potential output. This factor involves a higher cost 
consideration, which should not be ignored. 

Present in such areas are modern discrepancies, small perhaps 
in themselves, which collectively contribute towards that “les- 
sened resource ” which is the underlying distinction of the mar- 
ginal problem. In such areas, for instance, a tendency towards 
seasonal profits, and a tradition for the seasonal payment and 
collection of monies of various kinds, which assorts ill with the 
prevailing tendency for weekly payments, whether of retail 
accounts, fashionable hire purchase amongst wage-earners or 
payment for National Health Insurance premiums. Such 
matters, even in the field of the small items which they cover, 
have an appreciable bearing on liquid-cash requirements, money 
estimations and returns of all kinds. They play a definite part 
in the overall effect. 

3. Hill and marginal lands are areas of unpredictable require- 
ments. It is here that the hill and marginal farmers meet the 
full impact of their problems. No amount of foresight or skill, 
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for instance, can prevent the need for purchased fodder after 
periods of unseasonable weather. Drought, snow, rainfall, 
frosts—all have occasional local and immediate disaster values 
for all farmers, but to hill and marginal farmers with less resources 
risk is proportionately greater. Individual foresight directed 
against such contingencies, rather than use of the easier method 
of “‘ experienced gamble,” may well super-impose a trying cost in 
itself. Modern practices such as leys and long-term re-seeding, 
provide a partial answer. Such provisions not only incur high 
installation costs but also fail to evade practical economic 
repercussions. Prof. Ashby’s assertion, for example, which can 
find support from practical experience, that the cost of substan- 
tial establishment of leys can be recovered only by liquid milk 
sales is certainly one to be borne in mind when other systems 
of farming, with other capital requirement corollaries, are con- 
sidered. In alternative systems to that of dairying, re-seeding 
and ley farming are often professed keystones, and economic 
findings supported by practical experience, such as Prof. Ashby 
demonstrates in the case of re-seeding, should not and must not 
be ignored when extension of the use of hill and marginal land is 
under consideration. 

4. Farmers in marginal areas are denied access to the cash-crop 
facility available in more favoured areas. 

Cash crops, where they can be grown, can be varied to suit 
the cash needs of the unit, as they vary from year to year. Cash 
cropping in more favoured areas has a lower cost of production 
compared with the parallel stock investment, and its lower rate 
of cash realisation in marginal areas. 

In hill and marginal areas it is therefore not surprising that 
financial improvisation, especially in the farming systems classi- 
cally practised, has reached a high degree of skill amongst those 
whom time and the tests of time have left intact as productive 
units. These improvisations—substitutions as we have seen for 
the cash cropping of other areas—prevail as part of the occupa- 
tional make-up of the individual. The term “ marginal farmer ” 
has recently been used as one of mild disfavour, whereas it is 
indicative of a financial acumen and flexibility in the niceties of 
profit margins which is not only unparalleled, but also largely 
unrecognised. That its prowess is financial rather than agri- 
cultural is a recognised factor of occupational survival in such 
areas. Whether or not this feature contributes to the most 
desirable farming system from a national standpoint in such areas 
is a debating point of some interest. It is difficult to see what 
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other short-term improvisation can be adopted which will be 
sufficiently flexible to withstand incidental changes. Short- 
sighted a national policy must be which does not admit a reason- 
able prosperity for such areas, avoiding the constant anxiety 
which the pressure of factors over which the individual has 
little or no control must bring. For this improvisation “‘ in-and- 
out ” farming is the term most economists employ, though the 
distinction “trade farming ” and “ commodity farming ’”’ may 
be preferred to denote alternative systems. In days which 
rightly demand attested stock, and attach the highest prices and 
returns to pedigree work, it is probable that this improvisation 
factor has met with a rebuff which would become even more 
apparent should the hill-farming structure proper require re- 
assembly after subsidy removal. The marginal structure has 
already been required to meet this point, reflected as it is in the 
present relatively lower profitability of marginal farming over 
other types. Local auction markets themselves react to local 
conditions, and thereby remove a resource which might be used 
to counter local disabilities, such as weather losses, unprecedented 
and unprofitable fodder purchases, etc. No guaranteed price, 
nationally provided, touches this point. Moreover, the higher 
value of specialised product also invariably incurs a higher 
initial outlay, to which cattle are no exception. The introduction 
of a self-replacement system into a herd previously maintained 
as a flying herd, or a sale and replacement in a herd of a higher 
grade of cattle, or an alternative breed, are all indications of the 
close relation between capital requirement and income level which 
prevails in the farming industry. Low-priced establishment of 
herds of any breed is all too often productive of unreliable stock ; 
in the cattle world this means loss at some point. 

The risks and disabilities of speculative dealing as a means 
of livelihood are too self-evident to merit more than passing 
attention. It is sufficient to say that they serve a purpose in 
the farmers’ world, but their function and services should be 
considered as an ancillary trade, and not as either a side-line 
for established farm units or, even less, a system to which farmers 
may turn in unprofitable times. Hill and marginal areas lend 
themselves particularly to the substitution of trading methods 
and practices. Wherever it occurs it should be considered a 
sub-normal type of good farming practice. 

5. Labour forces in hill and marginal systems. In hill and 
marginal areas “family farming” is a well-established type in 
which all the forms of industry retrenchment and industry defences 
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can be most readily introduced. Whether a contemporary wage 
structure, an inclination to leave the family holding at an earlier 
age than hitherto and other purely social considerations will not 
weaken family labour resources remains to be proved. The 
feature of inherited capital has hitherto marked the economic 
distinction and disability of marginal areas, particularly in 
relation to deadstock considerations. The durability of simple 
horsedrawn implements is self-evident. Motorisation, even more 
than mechanisation, incurs maintenance costs which may be 
disproportionate to the amount of true profit it can earn. Re- 
placement to avoid obsolescence, a depreciation time factor 
related to the cost and provision of spare parts are relatively 
new considerations with a range of potential effect on profit- 
ability. Where motorisation rather than mechanisation of the 
farm unit is undertaken, repercussions on farm profits are likely 
to become increasingly evident. Possibly these effects may be 
destined to be ascribed to more superficial though less exact 
reasons. At this point the need for technical education capable 
of endowing a rising generation with the power of analysis in 
relation to their skills becomes evident. 

The lack of technical and other types of specialised education, 
which is a feature of marginal areas, here takes its place in the 
circle of disabilities. The cost of remote rural education, whether 
established forms or part-time specialities, particularly of a 
technical nature, is an example of the special disadvantage remote 
situations incur. 

Where small hardy family farm units occur in source-land and 
lateral valley headlands, such units are particularly prone to 
family migration to more favoured units. Provided such families 
are replaced by similar, or potentially similar, units this is an 
entirely desirable progression. Modern fashion, however, is less 
tolerant of hard years in the remote uncompromising austerity, 
which this type of settlement entails. While in profitable eras the 
size of headland holdings tends to increase by the acquisition 
of neighbouring holdings, when such migration occurs, the lower 
ring, geographically, of this type of holding tends to appreciate in 
rental value in a given district. The comparatively high 
rental values allied to lack of cash-crop facility promotes a 
permanent state of affairs where little capital for expansion 
is readily available. In most of these types of holding capital 
investment judiciously undertaken either by landlord or tenant 
could produce a high degree of increased output in a compara- 
tively short time. It must not, of course, be promoted to a 
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degree where a change of system is incurred or contemplated. 
It is at this point that the effect of the intensity and disposition 
of capital, both fixed and working, appears. The point at which 
either the laws of increasing or decreasing returns come into 
operation at a varying time limit demands economic acumen 
which is rarely the endowment of either landlords or their ten- 
ants. In point of fact, where holdings are merged, all too often it 
is the converse which is the case. Rarely is an acquired holding 
of the headland type, when added to an existing unit, developed 
to the hilt. Successful tenants who move on are, moreover, 
often those who have tended most to deplete resources. Merci- 
fully this type of holding is not unduly prone to any form of 
land “‘ mining.”’ Overstocking, especially with sheep, brings its 
own nemesis in the form of lessened values and high death rates. 

6. General factors affecting hill and marginal areas. A word 
is indicated on the particular factors sheep farming proper brings. 
Its main disability (without subsidy assistance) is the seasonal 
money return, derived from lamb and draft sales, wool sales 
and the like, in relation to an increased weekly requirement 
of cash resources. This point has already been noted under 
section 2. Secondly, hill sheep farms require a skilled and a 
seasonal labour force no longer forthcoming, and thirdly, there 
is an apparently greater profitability in, and certainly a greater 
social inclination towards, dairying systems wherever they can 
be introduced. This third point can be dangerously illusionary. 
Hill dairying is too often productive of poor-quality milk which 
the consumer, as well as the dairy farmer jealous of a high reputa- 
tion for the dairying industry (as who should not be?), both 
rightly deplore. Side tracking such as improvised or part-time 
dairying masks the hill and marginal land problem, and, more- 
over, provides financial improvisation by means of the production 
of a poor product—a very undesirable feature. The sheep farm 
proper, disregarding subsidy questions, probably reaches as near 
the goal of available cash crop—the desired objective—as any 
other one type of hill or marginal system. 

To this structure of relatively low earning power and 
relatively stable conditions, in which a traditionally simple 
standard of living and spending plays a large part, comes a 
demand for extension of production per acre. Present require- 
ments favour this extension mainly in the form of hardy breeding 
cattle, capable of furnishing store animals for the finishing 
markets of the lower country. 

It is profitable to endeavour to decide exactly where the extra 
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capital involved will fall within the structure, and at what point 
profit will be derived in relation to costs of production. 

1. As a preliminary to the breeding and rearing of large extra 
numbers of beef animals a proper provision of at least a proportion 
of stock-proof fences on each holding, or their refurnishing, is essen- 
tial. Grazing can be well conducted and reasonably regulated 
only where some degree of control can be extended over various 
classes of animals, even in large areas. Especially is this the 
case where bulls are run with herds or with bunches of heifers, 
as is indispensable for beef ranging. Secondly, a reasonable 
resting period for grazing areas reduces the incidence of worm 
infestation in particular, and allows secondary grazing to be 
carried out with some degree of accuracy. Even the systematic 
re-installation of boundary fences would in many cases and in 
the most remote parts prove a financial conundrum were the 
matter to be painstakingly remedied. The present trend towards 
the use of wire fences is no proper solution, owing to their de- 
terioration in severe snowstorms, high rate of depreciation, lack 
of shelter facilities and in general the short life of wire erections. 
Blame allocated, however rightly, to the past is no remedy for 
the deficiencies of the present, and deterioration of fencing is a 
long-term symptom of land deterioration well rooted in the past. 

The Agriculture Act 1947 and marginal land grants give 
some degree of remedy, provided incentive for the task is forth- 
coming. Rightly regarded, the hill sheep subsidy should be 
used in part for capital purposes, but this pre-supposes a per- 
manent and not temporary type of fence, not subject to short- 
term depreciation. Stone walls or stout posts and rails are 
therefore preferable. There is little evidence that in marginal 
areas the sheep subsidy is regarded as capital supplementation, 
although a degree of wire-fence erection is being undertaken at 
tenants’ expense. For the permanent type of provision there is 
a further complication between tenant and landlord—allocation 
of capital responsibility. To the latter no direct form of assist- 
ance is available, although some assistance on a group basis is 
available under complicated regulations. 

2. Capital sums required to provide and instal beef cattle herds. 
That the cattle would be forthcoming should real demand be 
there is a matter which could safely be left to the capability of 
the dealers and suppliers ancillary to the agricultural industry. 
This inter-industry trading capacity has a resource which should 
not be under-estimated, but it is essential that a right degree of 
potential profit margins should be forthcoming. The point on 
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which hill farmers are likely to hesitate is the long-term lock-up 
character of such a capital undertaking. Some three or four 
years may well be expected to pass before the first profits fall 
due. Even if proportionate turnover of capital by re-sale of a 
section or special part of the purchase were undertaken, this 
involves inconvenient overheads such as haulage, herding and 
so on. It is at best an improvisation based on the long-term 
financial prospects of the undertaking, ‘‘ in-and-out ” farming in 
fact. As an improvisation for cash cropping in hill and marginal 
areas this type of farming has already been discussed. Beef 
cattle need established familiar surroundings to thrive to the 
best advantage, and short-term changes have more influence on 
weight-for-age and grade than might be casually supposed. The 
serenely bred animal reared in familiar surroundings is altogether 
a better proposition from all viewpoints than the animal of the 
same type and breed who may have made two or three market 
changes before its finishing process. In times when a concen- 
trated finish of any kind is cut to a minimum this point has 
significance. Moreover, with the time lag on profit realisation 
involved, alterations in real values may have interposed, making 
an undue disparity between capital invested and subsequently 
realised profits. 

3. The question of winter feed. Winter feeding for increased 
numbers may involve either direct fodder purchase or one of 
the methods of meadow and pasture improvement or installation. 
With the practice of short-term leys, which has become common- 
place in more favoured parts, a ready supply of seeds hay for 
extra fodder in times of need could be left to inter-industry 
provision through normal trade channels. The question of price 
in this respect is dealt with later. 

4. The supply and housing of a suitable labour force. Beef 
production in high places is a better-proportioned proposition 
than the establishment of hill-type dairying. The headage that 
can be tended per man hour is commendably high, and employs 
instinctive capacities, an inherent “‘ stock-sense,’’ which is less 
speculative as a characteristic than true intelligence amongst 
those prepared to live in hill country. A true degree of intelli- 
gence is required to operate dairying units satisfactorily. More- 
over, alternative work is possibly less available or attractive to 
the ‘‘stock-sense”’ type of worker. Modern intelligences appear 
to favour mechanised work, while the light-hearted operation of 
a jeep or land car may serve to keep the “ stock-sense ”’ type of 
worker in the place of his calling. 
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5. Some comment on the effect of the womenfolks’ attitude to 
these hill places should be made. There is no doubt that the 
superficial education of girls and young women, together with 
the effects of the newspaper, journals and cinema, with the 
combined bias they contribute towards a sophisticated and 
largely urban type of environment and menfolk, is a major 
influence in the ill balance in so many fashions from which hill 
and marginal land suffers. The country wisdom and human, if 
somewhat uncouth, kindliness which often characterise the 
outwardly rough and unpolished hill youngster makes less appeal 
to the country lass of contemporary years than perhaps to 
previous generations of women. The fact that natural selection 
in hill and marginal places is directed more on a type basis than 
towards material suitability, once a strong factor, is an observa- 
tion which may be made over the years in specific areas. The 
subtle interplay of such factors, the effect on marriage rates, 
ages and other biological data, may well have an effect on the 
depopulation rate of the countryside other than by definite 
migration. 

In addition, there are the special disabilities of remoter hold- 
ings to the farm housewife—the lack of modern amenity, the 
combination of outdoor and indoor work, the general incon- 
venience of a hard life in outdated premises, to say nothing of 
all too frequent dissatisfaction with specific requirements such 
as maternity and child-welfare services. These latter are only 
too often well below the standards which have come to be the 
accepted commonplace in the towns. While urban conditions, 
as such, are rightly unacceptable in the countryside, a parity of 
modern progress should be accepted as equally desirable for the 
remotely situated country mother as for her urban counterpart. 
All too often this is not so, and plays its part in the lessened 
number of women, young or old, to whom a remote life is 
acceptable or even tolerable. 

6. Educational aspects of hill and marginal life. It is some- 
times imagined that xsthetic appreciation of the countryside is 
allied to the higher intelligence quotients, and that right education 
in itself would develop contentment with remote conditions. 
What appears more certain is the addiction of the lower intelli- 
gence quotients towards the place of their birth and breeding. 
This also is a mattor of observation between those that stay and 
those that leave specific places. The points should be borne in 
mind by those who have the direction of rural education in hand in 
days of transition. It points in overall consideration in favour of 
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education authorities who hold the view—not that adopted as 
national policy under the Education Act of 1944—that there is 
much to be said for a heterogeneous type of school life, rather than 
one of unilateral divisions. The comparative mixing of all types of 
intelligences would seem to have advantages as a preparation for 
the art of living in remote rural conditions. The comparative 
segregation of the best intelligences under the unilateral systems 
may well tend towards an attitude of mind favouring drift at a 
later age towards places of supposedly superior culture. 

Any factors which help to install a popular notion that farm 
life gives definitely less advantages than that of the most manual 
of urban lives have a wide bearing on the whole question of 
provision and maintenance of the remotely situated labour force. 
Where purely social matters are concerned an incentive of high 
wages offered in hill places, even when both cash payment 
and perquisite are favourable in relation to the more intensive 
work required on arable farms (both rates related to basic rates 
and hours), makes little or no appeal. Ill-balance of the social 
mind is not the least resolutely insoluble factor which a detailed 
examination of the problem reveals. There is no easy solution. 
The problem is fundamental when reduced to its simplest form, 
and, for such, evolution and the process of natural adjustment 
to circumstances are perhaps the only satisfactory answers. 
With the disintegration of accepted forms during an evolutionary 
process, Nature is obdurately unconcerned. It may be debated 
whether anything less than the pressure of primitive forces of 
survival at work can reverse the present trend of drift and de- 
population in remote areas. Without such a halt the chance of 
a widespread extension of the present use of marginal and hill 
land is not practicable, nor will extension of use occur in anything 
but fragmentary artificial forms, of little significance to the 
national need. 

There remains then the question of what constructive remedies 
can be applied for the extension of production systems in such 
areas. . 

1. The continuation, by local authority encouragement, of 
such efforts to remedy all defects inherent in areas of low 
rateable value and specific measures where practicable. 

2. The recollection that remote areas may need current 
advances in social measures, special services and costly public 
works, particularly adapted to meet special needs. 

3. The establishment and maintenance of financial guarantees 
where the product, such as beef, is a national necessity. This is 
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already a satisfactory policy in the current negotiation structure, 
and guaranteed prices. Means of production other than financial 
considerations must also be considered, of which quantity as 
well as type foodstuffs is a major requirement. 

4. Such special measures as may be needed to combat the 
underlying problem of deficient cash-crop earning power, or by 
so reducing specific costs of production as to counterbalance the 
effect. 

The fact that current results in large-scale State experiments 
in marginal land areas, such as the African groundnut scheme, 
have, even with State resources, difficulties with the amount of 
capital required, should be sufficient evidence to suggest that the 
difficulties have a common basis, economic in origin, inherent to 
marginal land. 

Over the whole problem the following reflections arise : 

1. Capital and credit facilities. That the subsidy of individual 
enterprise by grant or other means is not entirely satisfactory has al- 
ready been noted in considering the nature of marginal land subsidy. 
It follows therefore that it is the installation of improved capital 
facilities for individuals, with a steadiness of interest rates, which is 
a key factor in the matter. Such capital would be usefully avail- 
able as working capital, and not exclusively available on guarantee 
of land or realestate. Land or real estate guarantees are obviously 
not always available for tenants. In a banking system already 
theoretically nationalised a definite policy on a broader front than 
at present prevails would be of immense value and long overdue. 

2. Limitation of earning power. As has been shown, limita- 
tion of earning power is a crucially restrictive factor. State 
intervention for the encouragement of productive enterprise 
could profitably be directed towards a lowering of such extra- 
ordinary risks as have been shown to be inherent in such areas. 
The reversal of the present policy in lifting animal feeding- 
stuffs subsidies is thus indicated. Indeed, it is a matter of 
opinion whether such commodity subsidy re-imposed could not 
readily supersede headage subsidy, and would encourage the 
keeping of the optimum number to ensure maximum profits. The 
keeping of stock is encouraged immensely by availability of 
reasonably priced foodstuffs, even in times where other factors 
are less propitious. Instinctive factors, never far from the 
conduct of the simpler systems of farming, play a part in this 
foodstuff availability incentive, in greater proportion perhaps 
than more orthodox financial incentives. 

With a subsidy on numbers, profits are statistically deter- 
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mined at present, and stocking can possibly be subject to 
deliberate undesirable limitation. A low-priced foodstuff policy 
could possibly be allied to an altitude basis in somewhat the same 
way as the present sheep subsidy is. 

Such State intervention, superseding headage payments of 
all sorts, by providing a focus for the ebb and flow of conflicting 
conditions of such areas might well partially resolve deep-seated 
problems by the stimulation such a policy would bring. In so 
far that it is mainly altitude which defines the occurrence of 
this type of land it should not be difficult to define the areas 
where such specified application should apply. More than any 
other one factor, cheap and plentiful supplies of fodder and 
feeding-stuffs could resolve other problems. Plans to grow these 
crops in situ in such areas are seldom practicable. Costs of 
production are no less a disability than the effect of temperature 
on germination. Ample feeding-stuffs enable the progression of 
cause and effect to provide play and interplay to the best 
advantage. Moreover, such a policy would interlock well with 
the structure of guaranteed prices common to the whole industry. 

No superficial platitudes unrelated to the actual conditions in 
such areas will create the tide of incentive and enthusiasm 
required to bring extensive plans into practical being, and to 
final national advantage. 


J. M. RitcHie 

















PROFESSOR GOODWIN’S MATRIX MULTIPLIER ! 


In his interesting article, “The Multiplier as Matrix,” * 
Professor Goodwin draws two significant generalisations, first, 
that “there is no simple income-expenditure lag as ordinarily 
assumed in multiplier analysis” (p. 553), and secondly, that “ the 
dynamical-matrix multiplier can be shown to have necessarily 
an oscillatory element in its behaviour ” (p. 538). I wish in the 
first section of this paper to point out that the first of these 
assertions does not logically invalidate simple-multiplier analysis, 
as it might seem to suggest, but rather represents a difference 
between the assumption of simple-multiplier analysis and matrix- 
multiplier analysis. In the second section of this paper I shall 
demonstrate that the second of the above assertions is incorrect, 
and that, on the contrary, the multiplier cannot have an 
oscillatory element in its behaviour, provided that no marginal 
propensity to spend is negative and that autonomous injections 
of expenditure are not of opposite sign. 


I 


1. An implicit assumption of the Keynesian system, Professor 
Goodwin shows, is that Say’s Law applies to firms (p. 543).° 
This means that all firms’ receipts must be spent, so that money 
received by firms eventually finds its way back to income 


1 I have much benefited in the preparation of this paper from valuable 
discussions with Professor Fritz Machlup, and from mathematical advice from 
Professor A. H. Clifford. 

2 Economic JouRNAL, Vol. LIX, No. 236, December 1949, pp. 537-55. 

3 This, of course does not include firms such as banks, insurance companies 
and trust companies, to the extent that their ‘‘ output” consists of securities 
rather than commodities. Such firms must be considered (to borrow a phrase 
from Dr. Oscar Lange) as having a zero, rather than a unit, marginal propensity 
to spend back to households, for otherwise savings would not constitute a leakage. 
Similarly, Say’s Law does not apply, in the Keynesian system, to other non- 
income recipients such as governments and foreign countries, as it does in the 
classical system; that is, taxes and imports, as well as savings, are leakages in 
the Keynesian system, for there are no automatic mechanisms such as balanced 
budgets, balanced foreign trade and sensitive capital markets, to bring them back 
into the income stream in the form of government expenditure, exports and 
investment. For the concept of a “ marginal propensity to spend back ”’ see 


Oscar Lange, ‘“‘ The Theory of the Multiplier,’’ Econometrica, Vol. 11, Nos. 3 and 4, 
July—October 1943, pp. 232-5; for the equivalent recently developed concept of 
an “ international refection ratio ”’ cf. J. J. Polak, “‘ An International Economic 
System,” (abstract), Econometrica, Vol. 18, No. 1, January 1950, pp. 70-2. 
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recipients, in the form of wages and profits (including undistributed 
profits).1 

A further assumption which must be made as soon as the 
Keynesian system is formulated dynamically is that income- 
propagation periods? are of uniform duration throughout the 
economy. As a special case of this assumption (but by no means 
necessarily) we may assume income recipients’ transaction 
periods* to be uniform in length and non-income recipients’ 
transaction periods to be of zero duration; that is, we may assume 
that income recipients spend their receipts after a lag, whereas 
non-income recipients spend their receipts instantaneously. 
This is what Professor Goodwin feels is the usual assumption ; ¢ 
it is certainly not the assumption made, however, by Machlup, 
Angell and Villard.’ 


1 Retained profits, since they are a part of national income, may be regarded 
as paid by firms to “ earners of retained profits,” as I have pointed out in my 
unpublished paper, “‘ The Multi-Part Multiplier ” (presented at the annual meeting 
of the Econometric Society, New York, December 28, 1949). The fact that 
marginal costs are less than price, therefore, does not mean that firms’ marginal 
propensities to spend are less than unity, as Professor Goodwin implies (p. 544). 
It is only to the extent that changes in receipts are accompanied by changes in 
firms’ debt-holdings that firms’ marginal propensities to spend will be different 
from unity. Thus if the proceeds of receipts are used to retire debt outstanding 
(as in the case of depression conditions with excess inventory accumulation) or 
are accompanied by additional debt-creation, firms’ marginal propensities to 
spend will be respectively less than or greater than unity. But “ internal 
financing, failure to disburse earnings,’ and the fact that “‘ marginal cost is... 
well below price ”’ do not in themselves prevent Say’s Law from operating among 
firms, as Professor Goodwin implies (p. 543). Corporate income taxes will, 
however, make firms’ marginal propensities to spend in effect less than unity, if 
the government does not spend the proceeds. 

2 The income-propagation period is defined by Dr. Machlup as “‘ the length 
of time which it takes for the money in active circulation to complete a circuit 
flow from income recipient to income recipient.” Fritz Machlup, ‘‘ Period 
Analysis and Multiplier Theory,” Quarterly Journal of Economics, Vol. LIV, 
November 1939, pp. 1-27, reprinted in Readings in Business Cycle Theory 
(Blakiston, Philadelphia, 1944), p. 208. 

3 A transaction period, to extrapolate Professor Machlup’s definition of the 
income period, may be defined as the period of time which it takes for the money 
in active circulation to complete a circuit flow from money-recipient to money- 
recipient. 

4“... we find that usually one lag is assumed, specifically the one between 
income and consumption. The obvious extension is to admit a lag between 
income (meaning, here, receipts] and expenditure for every industry as well.” 
(Pp. 537-8.) This is also the interpretation of Dr. Metzler, who distinguishes 
between the ‘‘ Robertson sequence ”’ in which ‘“‘ household expenditure lags ” 
(income recipients’ transaction periods) are predominant and “ output lags” 
(transaction period of firms taken as a whole) are negligible, and the ‘“‘ Lundberg 
sequence ”’ in which the opposite is true; cf. L. A. Metzler, ‘‘ Three Lags in the 
Circular Flow of Income,” Income, Employment and Public Policy, Essays in 
Honor of Alvin H. Hansen, New York, 1948, pp. 11-32. 

5 Cf. Fritz Machlup, op. cit., including p. 215n, where reference is made to the 
works of Professors Henry H. Villard and James W. Angell. 
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Because of his assumption of equal transaction periods,! 
Professor Goodwin comes to the conclusion that there is no simple 
uniform income period, but rather a distributed lag which is 
composed of a series of transaction periods. Professor Goodwin, 
if I interpret him correctly, states his position as if his matrix 
multiplier showed that in reality it is transaction periods, rather 
than income periods, that are of uniform duration, and as if his 
analysis established the falsity of the simple-multiplier analysis.” 
He makes this assumption for the sake of convenience; the 
simple (non-matrix) multiplier assumption is also one of 
convenience.* 

2. Though it may be a step closer to reality to analyse the 
flow of money by transaction periods, the assumption of equal 
transaction periods is, as Professor Goodwin realises, still 
unrealistic. It is possible, however, by means of a simple device, 
to allow for unequal transaction periods without unduly 
complicating the analysis. 

The lag between a firm’s receipts and its payments of wages 
may be expected to be considerably shorter than the lag between 
its receipts and its payments for certain raw materials and equip- 
ment. If a lag between a sector i’s receipts and its payments to 
sector j is twice as long, for instance, as the lag between its receipts 
and its payments to sector k, then we may simply pretend that 
there exists a certain collecting agency /, through which the 
money passes on its way from i to j7. Thus the payment from 
i to 7 may be regarded as split up into a payment from ¢ to / over 
one period (i’s marginal propensity to spend to / being, in fact, 
i’s marginal propensity to spend to 7), and a payment from / to j 
in the following period (/l’s marginal propensity to spend to 7 
being equal to unity). In this way we may insert into the 
economy as many goblins as we please whose sole function is to 
obey Say’s Law and hold up the flow of money ! 

1 “T shall now make the assumption that all the lags 6; are the same and 
measure time in these uniform unit-lag periods. The more complicated, and 
realistic, case of unequal lags may be solved in principle, but the gains in simplicity 
are great from taking them all to be equal ”’ (pp. 545-6). 

2 ““One of the many uses which may be made of the dynamic-matrix 
multiplier is to illuminate the question of what is the nature and magnitude of 
the lag in the income flow in a society. The answer is that there is no one lag 
but many, endlessly compounded.... Therefore there is no simple income— 
expenditure lag as ordinarily assumed in multiplier analysis, but rather there is a 


distributed lag that spins out the consequences of any disturbance much longer 
than any inspection of industry or consumer lags by themselves would lead us 
to expect ”’ (p. 553). 

3 Cf., for instance, Fritz Machlup, op. cit., p. 211. Dr. Machlup recognises 
that, in fact, ‘‘ the time interval between first and second income recipient will 
be replaced by a series of intervals of different length ” (pp. 211-12). 

No. 240.—vOL. Lx. 3c 
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For practical purposes it is desirable to assume a minimum 
number of different transaction periods. Let these transaction 
periods all be integral multiples of a certain standard period. If 
the length of this standard period is 0, and if the r transaction 
periods are (or approximate) integral multiples of @ up to r@, and 
if the economy is divided into n sectors, then at most (r — 1)n 
collecting agencies will be inserted into the matrix. This may be 
shown in a simple diagram, where a circle represents any given 
sector of the economy, and each dot represents a collecting 
agency : 














The large arrows represent inflows of money from other sectors, 
and outflows to other sectors and their respective collecting 
agencies. Depending upon whether inflows come directly or 
through one or more collecting agencies, the transaction period 
will be shorter or longer. In this example there are four trans- 
action periods—@, 20, 30 and 46—and each sector therefore has 
at most three collecting agencies. The third collecting agency 
has a unit marginal propensity to spend to the second, the second 
has a unit marginal propensity to spend to the first and the first 
a unit marginal propensity to spend to the sector of the economy 
under consideration. Any other sector’s marginal propensity to 
spend to the given sector is treated as a marginal propensity to 
spend to one of the given sector’s collecting agencies, if the 
outside sector’s transaction period is a multiple of 6. It may, 
of course, turn out that there is a lag of @ and one of 30, but none 
of 20; it will still be necessary in this case, however, to provide 
for the intermediate collecting agency as if the 26 lag existed. 
Since existing time lags cannot be reduced to exact integral 
multiples of one another without assigning an infinite number of 
collecting agencies to each sector of the economy, the above 
refinement is still removed from reality. Nevertheless, our 
scheme should serve as a close enough approximation to reality 
to suffice for practical purposes. In empirical work it might be 
desirable to reduce the number of sectors in order to allow for 
the introduction of collecting agencies; but the introduction of 
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collecting agencies, resulting as it does in the mere insertion into 
the matrix of at most (r — 1)n ones and the filling in of the rest 
of the enlarged rn xX rn matrix with at least rn(rn — 1) zeros 
(so that only rn of the r*n? new matrix elements are non-zero 
elements—excluding any zeros that may appear in the original 
matrix), adds but little to the computational difficulties involved 
in empirical work. 

3. From the preceding paragraphs we may draw the following 
conclusions. (1) If all income periods are of equal length, then 
there is a simple income-expenditure lag as ordinarily assumed 
in multiplier analysis. (2) If all transaction periods are of equal 
length (so that income periods are not of equal length—except 
as a special case), then the income period is, as Professor Goodwin 
shows, a distributed lag composed of a number of transaction 
periods. (3) Since, by definition, there is a uniform standard 
period (so that neither income periods nor transaction periods are 
of equal length—except as a special case), then both the income 
period and transaction period are, in the general case, distributed 
lags composed of a number of standard periods. 

Conditions (1) and (2) are both special cases of (3). It may 
be no more realistic to assume that transaction periods are of 
equal length, than it is to assume that income periods are of 
equal length. Indeed, as members of the Cambridge school 
have contended, there may very well be greater disparities 
an. ng transaction periods than among income periods. Neither 
of these assumptions, however, is necessary for dynamic multiplier 
analysis. 


II 


4. Professor Goodwin divides the economy into units small 
enough so that each unit’s marginal propensity to intraspend 
(as I have called it) is zero, that is to say, that each diagonal 
element of the multiplier matrix is zero. Since therefore the 
trace of the matrix (which is the sum of its diagonal elements) 
is zero, it follows by a well-known property of matrices that the 
sum of the matrix’s characteristic roots, being equal to the trace, 
is also ¢qual to zero, and hence that not all the roots can be 
positive and real. Since there must be some negative or complex 
roots, Professor Goodwin concludes that “not only may this 
system exhibit oscillatory behaviour—it must do so ”’ (p. 550). 

It is possible to demonstrate, however, that not only is this 
statement false, but the converse is true. Let the matrix a have 


1 This observation was made to me by Dr. Machlup. 
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all its elements non-negative. Now the matrix multiplier may, 
as Professor Goodwin has himself shown, be written as a geometric 


series : 

dY(t)=(I[+a+a?+...+4+a "dF. . (1) 
where d Y(t) and dE are column vectors representing respectively 
the change in receipts at time ¢ and the autonomous change in 
expenditure (injections) in parts 1 to n of the economy, and where 
I is the identity matrix. It is assumed, also, that all the elements 
in the vector dE are of the same sign. 

Now since we assume that no element in a is negative, it 
follows that no element of any power of a can be negative, for it 
is impossible to multiply matrices with all non-negative elements 
and obtain a product matrix with any negative elements. The 
geometric progression J + a + a* + ... must therefore be mono- 
tonically increasing for every part of the economy. We have 
therefore proved that, as long as no marginal propensities to 
spend are negative and no autonomous injections are of opposite 
sign, not only may this system exhibit monotonic behaviour— 
it must do so. Oscillations are, in this case, impossible.’ 

5. It is an interesting fact, therefore, that we may have 
a system which necessarily has negative or complex roots, and 
which is at the same time necessarily non-oscillatory. The 
reason for this apparently strange result may easily be explained. 

The economy may be described by the following system of 
difference equations : 

dY ,(t) = dE, + a,,dY,(t — 1) + ’ 
a,dY,/t —1)+...+4,,dY,(¢ — 1) 
dY,(t) = dE, + a2,dY,(t — 1) + 
Aggd Y(t —1) +... + 4q,0dY,(t—1)¢ (2) 





dY,(t) = dE, + a,,dY,(t — 1) + 
ang Y(t —1) +... +Omd¥,(¢ — 1)] 
1 It is quite possible, nevertheless, for the elements IJ, a, a*, . . . themselves 
to form an oscillatory series (like a ripple), giving rise to ‘‘ jerkiness ’”’ in the 
series J +a-+a*... But such oscillations result only from a single injection 
of expenditure, and not from a constant stream of injections over time, which 
is the assumption made in Professor Goodwin’s article (p. 546). It may readily 
be seen, furthermore, that—given zero initial values for the vector of disburse- 
ments (which implies no restriction, because the vectors dY(t) and dH represent 
deviations from initial values)—if the vector dH is positive and monotonically 
increasing with time, or negative and monotonically decreasing with time, there 
can still be no oscillations in dY(t). Oscillations can therefore arise only if there 
is oscillation in the stream of injections (a single injection is really an oscillation, 
for it is a rise in disbursements from zero to the given level followed by a fall 
back to zero). 
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where dY,(t) is the increment in the receipts of part i of the 
economy at time ¢, dH; is the autonomous increment in injections 
of expenditure in part i, and a,;1 is part j’s marginal propensity to 
spend in part 1. Defining e; as the proportion of the autonomous 
increment of expenditure in i to the total autonomous increment 
in expenditure, and k; as the multiplier for the ith part of the 


economy, we have 


.. and k= oes : - « Oe 


x dE; x dE; 


i=1 f=<1 


ee; = 








so that equations (2) may be rewritten 
k(t) = e, + a4,k,(t — 1) + ) 
Ayek(t —1) +... +4),k,(¢ — 1) 
ka(t) = €, + Mg,k,(¢ — 1) + 
Agok,(t _ 1) + ee a y,K,a(t = 1) ‘4 (4) 
k,,(t) = 4 + a, 1k y(t pruid 1) + 
Ggkgt —1) +... + Geka? — 1)} 
which may be written in matric form : 
k(t) = e + ak(t — 1) Se. = One 
where k(t), e, and k(¢ — 1) are column vectors. 

The solution of the system of equations (4) is, as I have shown 
in “ The Multi-Part Multiplier,” the sum of the solutions of its 
static and dynamic parts, the static part being 

a. ae 


k; = - . . . . . . (6) 


where (following the notation of ‘‘ The Multi-Part Multiplier ’’) 
A is the determinant of J — a and A’; is the determinant of the 
matrix formed by substituting the e vector in the ith column of 
I — a (according to Cramer’s rule). The dynamic part is given by 





k(t) = > CyA} : «+ «© wo ° (7) 
j=1 


where the c;’s are constants determined by the initial conditions, 
and the ,’s are the roots of the characteristic equation 


ee ee eee 


The solution we want is therefore 
ki(t) =o * Baw. ...@ 
j=1 


1 In “‘ The Multi-Part Multiplier ” I used the equivalent notation j”'i. 
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Let e 
Ky = NAG (10) 
then (9) may be written in the more convenient form 
te) A’ ; t 
k(t) = a (2 +3 yh) a oe ee 
The initial conditions of the system are 
k(0) = 0 
Kl) = ; (12) 


Given these initial conditions, we can determine, from (5), the 
value of every k(t). We thus obtain the progression 


k(t) = U+a+a?+...+a*"Je - « (18) 


From (11) we may derive, by giving t the successive values 0, 1, 
....,” — 1, the system of equations 


Kiy + ig + kig +... + Kin= 1, (0) 
KizA, ot KigAe + KigAg + cee + KinAn = 1, (1) 
KiyAy? + Kigg” + agi +... + Kindn® = 1, (2) (14) 


KiqAq""} + KaAg™"? + Kiglg™™! +. . . + KinAn®-? = i (n — 1) 
where 

ay — At) 

L(t) eT A’,/A 


(14) may be written in the matric form 


(15) 





ee .¢ © ..ct-.3Panm ree 4 

Ay As As a An Ki 1; (1) 

A? A,” A;? oP esa A,2 Kig = L (2) ( 16) 
Stee . . . ° . . . . ° . 
Lat at aga. ttt Lee Lam —1)L 














The above matrix is known as the Vandermonde matrix. 

In a similar fashion, we may derive from (9) the multiplier 
for all sectors of the economy taken together, which may be 
written in the form 


; za, 
x ki(t) =4t(1 +z Kj) i * « 
i=l j=1 
where 
»y Cij 
Rome 2. 2 wwe 6) 
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From (17) we obtain the matrix equation 














a 1 . Dese 7 Kr] flo 7 
as ae Tee Way | | L() 
ae a oe ae * =| Le) (19) 
Lae ot fet... aR | Lin — 1)_ 
where 3 k(t) 
Lip = —*—--1 ..... (20) 
x A’,/A 
i=_1 


6. Before proceeding to analyse the general case, we may 
consider the special Keynesian case. We assume, therefore (as 
we saw above), that (1) Say’s Law applies to firms and (2) income- 
propagation periods are of equal duration throughout the economy. 
We may therefore treat households as a closed system.! 

Dividing households into n component parts, we may describe 
the economy by the above system of equations (2). The sum of 
all these equations gives us national income : 


EdY(t)=5 dE, +E Sad¥(t—1). . (21) 
i=l t=1 j=1 t=1 


Substituting (3) in (17) we may transform (17) into the equation 
for the multiplier for the whole economy : 


Tk(t)=14+E LEayk(t—1).. . . (22) 
i=l j=li=-1 


Now the Keynesian assumptions imply that each part of the 
economy has the same marginal propensity to spend, that is, 


n n 
that every & a, is the same for every j. Let every 2 aj = «. 


Then (18) reduces to the simple difference equation 


z ki) =1+05kt¢—1) . . . (28) 
=1 i=l 
whose solution is 

> 1 

Saws. — at) . . . . (24) 


which is the simple dynamic multiplier. 
Tn this case, E A’,/A = — . Substituting this and (24) in 
i=] ‘a 


(20) we therefore have 
BR re Bs ec fe itenia ia 7% 
1 This was shown by Professor Goodwin for the static case (pp. 542-3). 
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Equation (19) therefore becomes : 


fe ee Tees cco 3 oe 
DAs de dye K, “i 
PAM? Aged aged. att | | Ke} | ant | 











We also know from (20) that « satisfies our system of equations, 
that is, that one of the roots—say A,—must be equal to«. Hence 
the vector on the right of the equality sign is equal to the sth 
column vector of the Vandermonde matrix, with sign changed. 
Now the value of the ith constant in the vector of constants is 
equal to the ith-column Cramer determinant, divided by the 
determinant, of the Vandermonde matrix.1 Thus the sth-column 
Cramer determinant will be simply the negative of the 
Vandermonde determinant, and all the other Cramer determinants 
will vanish because they will contain two linearly dependent 
column vectors.2, The sth constant is therefore equal to minus 
unity, and all the other constants vanish. Thus, in the Keynesian 
case, one of the roots is equal to the marginal propensity to 
spend, and all the other roots are annihilated. The other roots 
can be as negative or complex as they please, and yet the 
multiplier will show no oscillations ! 

7. We may now see how, in the general case, the multiplier 
(provided all marginal propensities to spend are non-negative, and 
no autonomous injections are of opposite sign) cannot oscillate, 
regardless of the fact that it may have negative or complex roots.’ 
If individual marginal propensities to spend are unequal, then one 
of the roots will be a weighted average of marginal propensities 
to spend, and will have a coefficient which is not very different 


1 We use the expression ith-column Cramer determinant to mean the 
determinant of the matrix formed by replacing the ith column of the Vandermonde 
matrix by the vector on the right of the equality sign. 

2 We assume, as does Professor Goodwin, that all the characteristic roots are 
distinct, so that the Vandermonde matrix is itself non-singular. 

§ The explanation which follows is still in terms of total transactions (or, if 
the assumptions of the preceding paragraphs with regard to Say’s Law and 
equal income periods are maintained, in terms of total income) rather than in 
terms of the receipts of any part of the economy; that is, it is still an analysis 
of equation (16) rather than equation (19). Some simple examples will show 
that ‘‘ jerkiness ’’ in the stream of any sector’s receipts results, not from jerki- 
ness in the stream of total transactions, but from jerkiness in the flow of money 
from one sector of the economy to another. Professor Goodwin does not seem 
to be justified, therefore, in holding that ‘‘ practically without exception, total 
transactions, national income and the other sector outputs move up and down 
together ye (p. 554). 
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from —1, whereas the other roots will be virtually annihilated 
by small coefficients. The effect of negative and complex roots 
will be to make the passage of income less smooth than it would 
be when propensities to spend are unequal; but negative and 
complex roots will never be able to offset the dominant root 
enough to prevent the solution from being monotonic. 

The characteristic roots of the matrix therefore have little to 
do with the oscillatory behaviour of the system. The existence 
of negative or complex roots is a necessary, but not sufficient, 
condition for oscillatory behaviour, provided that autonomous 
injections into the economy are all of the same sign; a sufficient 
condition for monotonic behaviour, under these circumstances, is 
that all marginal propensities to spend be non-negative. As a 
rule such a condition will hold, but negative marginal propensities 
to spend should not be ruled out as impossible. If, however, 
autonomous transfer of income is included in the multiplicand, 
so that the vector e contains elements of opposite sign, then the 
existence of negative or complex roots is not even a necessary 
condition for oscillatory behaviour. Even if all roots are positive 
and real, it is quite possible for the passage of income through 
time not to be monotonic. The existence of negative or complex 
characteristic roots is therefore neither a necessary nor a sufficient 
condition for oscillatory behaviour. 

We may then ask whether the same situation holds in the 
case of the analysis of stability conditions. Fortunately it will 
be found that if no element of the matrix is negative, no 
characteristic root which is greater than unity will be annihilated. 
If the matrix elements are allowed to be of any sign, however, 
it is possible to devise cases in which roots which lie outside the 
unit circle of the complex plane are annihilated or virtually 
annihilated. In such a case, the condition that the latent roots 
of a matrix lie within the unit circle of the complex plane is a 
sufficient but not a necessary condition for stability. 


Joun 8S. CHIPMAN 
The Johns Hopkins University. 


1 Negative marginal propensities to spend will exist if a large proportion of 
people’s budgets is devoted to inferior goods. Governments will have negative 
marginal propensities to spend in the private economy if they react to changes in 
tax yields by changing expenditure in the opposite direction. 

? For a discussion of the ‘“‘ waves’ in income which may follow an export 
from one sector of an economy to another, see Fritz Machlup, International Trade 
and the National Income Multiplier, The Blakiston Co., Philadelphia, 1943, passim. 

3 For instance any root which does not lie within the unit circle will be 
repectively annihilated or virtually annihilated if the column sums of the matrix 
are equal or nearly equal, and less than unity, so that income will still be stable or 
virtually stable. 
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DOES THE MATRIX MULTIPLIER OSCILLATE ? 






THE question is: does the multiplier process as worked out 
by Kahn and Clark, but expanded to include inter-firm and govern- 
ment payments, give rise to cycles? The answer is certainly 
yes, but, as Mr. Chipman shows, there is a special case in which 
it does not, and it is exactly this special, and unrealistic case which : 
multiplier theorists usually talk about. The correct statement is 

that there is latent in the transactions structure of society the 
possibility of oscillation, but that this may or may not be brought 
out according to the circumstances. 

The easiest way to see this is by crude numerical examples. 
Suppose that we divide the American economy into three sectors, 
Business, Government and Households, and that we select values 
of the propensity-to-spend matrix that are suggestive of the data 
for around 1940 (collinearity makes the values doubtful). All 
inter-firm, inter-government and inter-household payments are 
suppressed to preserve the formal likeness with a proper, more 
elaborate subdivision. Our system is then 





oO +14 -70| {Bit) L(t) Bit + 1) 
14 0 osl\lea' + iia} =iJe¢e+n} . 
58 -45 01 | H(t) I,(t) H(t + 1) 


where the Js are the total injections by sector. To get the time- 
series solutions, for either variable or constant Js, we take the 
values of B, G and H at time t, multiply by the square matrix 
(across and down), add the appropriate Js, to get the current 
receipts, which are the basis for expenditures in the next period. 
Thus to get H(3), we add 0-58B(2), 0-45G(2), and J,(2). 

First consider a constant level of injections, from ¢ = 0 on, 
with the values 23, 0, 18 and given initial levels of B, G and H. 
The resulting evolution of the system is as follows : 


J? See ee ee es oo ee ee ee 


lel isl isha ishalig - 3 


Evidently we can have oscillations, and these are damped since 
the system is stable. As aspecial case we may take a system which 
was in equilibrium initially. Assuming the injections to change, 
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at t = 0, from 23, 0, 21 to 18, 0, 26 and to remain there forever, 
we have the following : 


:> © ££ BB BiotMe (AMiaitohieedcety ie 


B) (74) (69) (72) (70) (72) (71 72 
7 HJ) (70) (74) (72) (74) (73) (74 74 


Therefore, even if the system is in equilibrium, but if the injections 
move in opposite directions, oscillations may arise. Incidentally 
this is the kind of case which aggregative analysis cannot dis- 
tinguish, for the total amount of the injections is never changed. 
As a still more special case we may consider an economy in 
equilibrium subjected to a single shift in injections, all in the same 
direction. Given a shift from 23, 0, 21 to 26, 0, 22, we get the 
following vector-time series : 


Bike 2 Cie Fi le Oe, RR a 


P Uehh i Hist} - - B 


Here all sectors vary monotonically, though irregularly and inter- 
dependently. This is the only case considered by Mr. Chipman, 
and he correctly states, what I failed to see, that in no such case 
can oscillations arise. These examples (and (12) below) show that 
the matrix multiplier may or may not give rise to cycles, depend- 
ing on how the system is excited, and it is this which I intended to 
convey in my paper. 

In the first and second examples we get a type of behaviour 
which cannot occur in the simple multiplier, which is always 
monotonic for a single change in the level of injections. In fact, 
if we make the maximum aggregation consistent with Keynesian 
analysis, considering only firms and households (but taking each 
to have a receipts—expenditures lag) we still easily get oscillations, 
as the reader may verify by trying it. 

To distinguish the various cases, consider an economy with a 
constant level of injections, {8} which changes at time zero to 
{B + AB}. The various ABs need not, and often will not, be of 
the same sign. Given, for 7’ > 0, 


{y(t + 1)} = [a)l{y(} + {B + AB}. . . (2) 


; we consider first the associated homogeneous equations, 


{y(t + 1} = [alty} . . - ~~ (2a) 
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There exists a linear transformation [h), 


fyy= [ATX . - - - + + (3) 
such that, substituting (3) in (2a), 
fnlt + 1)} = [Alfa 4m(0)} ‘ss 
= [e]{n(t)} ri. 


where [c] is a diagonal matrix with the n distinct roots of [a] along 
the diagonal. The general solution will be of the form 


{nt} = [AMN} eee 5) 


where {N} consists of arbitrary constants. Hence 


[Al{n}= [e]{n} 
[A — c]{n} = {0} 


If we ignore the trivial, null solution, then we must have an 


or 


arbitrary {7}, 
SS ee, 
so that [A] is diagonal with the roots along the diagonal. Hence 
{y(t} = [AP Xn} = [APTA - - - (7) 
By adding a particular solution of (2), such as 
{Y}= [J —a}4¥B+ABy . . . (8) 


to (7), we get the complete solution, which is then 
{y(} = [A] *TAKN} + LZ — a) {B+ AB}. (9) 


Thus our solution has a statical part, the new equilibrium values, 
and a dynamical part, the form of which for a typical sector is 
y(t) = ky NA + kjpNeAe + ..... + kinN An! 

where the ks are the elements of [h]-1. Thus all sectors have 
latent in them the same constituent motions, except that they are 
combined in different proportions. Because of the asymmetry of 
the matrix [a] these roots need not be all real, and because of the 
zeros along the principal diagonal they cannot all be real and 
positive. Therefore, for arbitrary initial conditions, it is always 
possible to have oscillations. As a result of further search in the 
literature for indications about the nature of these roots, I have 
found a most interesting theorem of Frobenius (my translation) : 


“ If the elements of a matrix A are all real and positive, 
then its characteristic equation has a root r, which is real, 
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positive, simple, and of absolute magnitude greater than 
every other root. If s >, then the elements of the adjoint 
of sI — A are all positive.” 1 


This means that if the system is excited in such a way that, 
for one or more sectors, there is an oscillation which overshoots 
the equilibrium, eventually, if there is no further disturbance, a 
monotonic root must dominate, leading to a cessation of over- 
shooting (alternations of sign in deviations from equilibrium) but 
not a cessation of oscillation. On p. 476 of the same paper 
Frobenius proves another theorem of great interest to economists. 
“ Tf the elements a, of an n by » matrix are all positive, then the 
greatest characteristic root lies between the greatest and least of 
the n numbers 


@,=4, t@g+..... +aca =13..... n). 


Since a matrix and its transpose have the same characteristic 
roots, this proves immediately that our system is stable in con- 
sequence of the assumption of all marginal propensities to spend 
less than one (all columns of [a] add to less than one). 

Which of the system’s modes of motion will be excited and to 
what degree depends on the deviations of {y} from its new equi- 
librium values at time zero. The ”Ns are uniquely determined by 


{N} = [h}{y0) — Fy. . . . . (10) 


Since these deviations may be positive or negative, large or small, 
there seems to be no significant limitation of the Ns, so that in 
general all motions, including at least one oscillation, will be 
excited. I fail to see that Mr. Chipman has successfully challenged 
this fact. If we have the special case of the economy in equi- 
librium, 


{y(o)} = [2 — a} XB}, 
{N} = — [A][f — ay 4AB}. 


and hence 


If further all the ABs are of the same sign, and if there is no 
further change for some time, then as Mr. Chipman shows, there 
will be no oscillation. There is also the still more special case in 
which the economy happened to be in its new equilibrium position, 
so that {y(0) — Y} is zero, and then all N’s are zero and no motion 
of any kind occurs. 

1 G. Frobenius, ‘“‘ Ueber Matrizen aus positiven Elementen,” in the Sitzungs. 


berichte der Koeniglich Preussischen Akademie der Wissenschaften, 1908, XX VI, 
p. 471. 
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To show these results, we substitute (10) in (9) giving 
{y(t)} = (hy *[A}'A}{y(0) — Y} + {¥} 
= [he Mi}{y(0) — Y} + {P} (11) 
+ [a}{y(0) — Y} + {¥} 


To test for monotonicity, consider the sign of the increment, 





(Ay()} = Yt +} — YY) fp tan 
= [a}{a}{y(0) — Y} + (P} — (a@lt{y(o) — ¥}—{¥} 
= [a}[a — T}{y(0) — ¥} } (12) 
= [a}{ —  — ajlty(0) — U — a} 4B + ABY 
= [a}{B + AB — [I — ajfy(o} 


Since all the elements of [a] are positive, so also will all the elements 
of any power of it be, and hence if all the elements of the column 
vector have the same sign, all the elements of {Ay} will have that 
sign for all ¢, 7.e., all ys will grow or decline monotonically. In 
general, there is no reason why the elements of the column vector 
should all have the same sign and therefore there is no reason to 
assert monotonicity. This holds even if all the sector injections 
change in the same direction (all ABs with the same sign). If we 
have the special case of an economy in equilibrium just prior to 
the shift (i.e., 
{y(0)} — [1 — a} {B} = {0}), 


{Ay(t)} = [a]{AB} 


with the result that monotonicity depends solely on whether or 
not all the ABs have the same sign. 

I should like to emphasise the somewhat unreal character of 
the problem, which is constructed in deference to the usual habit 
of analysing the multiplier in terms of a steady level of injections 
or of a single, unrepeated injection. If this were all the multiplier 
meant, it would be rather useless, since both cases are most 
improbable. The proper justification of the method is that in 
this way we get a response which is characteristic of the economy, 
and only by superposing a succession of such responses do we get 
any realistic results. If one analyses an arbitrary time series of 
injections by means of a series of constant levels subject to (plus 
and minus) changes, one must remember that it is ordinarily quite 
unrealistic to assume that the economy was in equilibrium before 
and that the level continues indefinitely. 

The easiest way to approach the reality of a variable rate of 
injections is to use equation (2) to generate a solution. Taking 


then 
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the variable injections as {b(t)}, and [a]° as the unit matrix [J], we 
have 


{y(0)} = {y(0)} 
{y(1)} = [a]°{b(0)} + [a]*{y(0)} 
{y(2)} = [a]°{b(1)} + [a}*{y(1)} = [@]°{b(1)} + 
[a}*{[a]°{(0)} + [a]*{y(0)}} 
= [a]°{b(1)} + [a]*{5(0)} + [a]*{y(0)} } (13) 
{y(3)} = [a]°{b(2)} + [a]*{6(1)} + [a]?{b(0)} + 
[a}*{y(0)} 
{y(t + 1)} = [a]°{b(t)} + [a] {Ot — 1} +.... 4 
[a}'{b(0)} +[a}** {y(0)} 





or 
(yt + 1} = E [alee — 2)} + (ay (yO) (13a) 


The first term of (13a) may be called the convolution of the 
dynamical structure [a] with the time series {b(t)}. It can also be 
called the Faitung or Duhamel sum because it is derived by the 
pairing of appropriate [a]s and {b}s by “ folding ” their time series 
in the middle. Since the system is stable, we may always neglect 
the second term in (13a) by taking 7 large enough. 

The solution in the form (13a) tells us that transactions at any 
time are the result of the previous injections back to the point 
at which we began reckoning. At that point the injections are 
replaced by the initial transactions, but these are merely the 
combined effects of all past injections and are a kind of weighted 
sum of injections. As with the simple multiplier, we may deter- 
mine the essential dynamical structure, or weighting functions, by 
applying a unit impulse of spending to the first sector with zeros 
for all the others, then a unit impulse to the second sector alone, 
and so on for all sectors. Combining all these we may speak of 
a unit matric impulse [J] which gives rise to the series 

[a]°, (a]?, [a], [a]*,..... 
Any injections vector will be a linear combination of the n unit 
injections vectors. The injections distant in time are more com- 
pletely discounted (given less weight), than are those closer in 
time. If we identify t with now, we have the backward-looking 
multiplier, which asserts that receipts now depend on recently 
past injections. On the other hand, if we identify time zero with 
now, we have the forward-looking multiplier, which asserts that 
transactions at any future time ¢ will depend on present outlays 
and the injections between now and then. In neither case is 
there any easily observable ‘“‘ multiplier.” With either a simple 
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or a matric multiplier, variable injections are liable to produce 
oscillations, as the reader may convince himself by trying a random 
time series of injections. The reason, presumably, in both cases 
is the Slutsky effect, .e., the cumulation of random disturbances 
will produce cycles. Beyond this property common to both, the 
matrix multiplier has another, which consists of the fact that the 
transition from one level of activity to another is likely to set up 
internal or structural vibrations within the aggregative system. 

In general, it seems to me that Mr. Chipman is more interested 
in aggregates, whether national income or total transactions, 
whereas I wished to direct attention to the structural properties 
of the system. My impression is that general interdependence 
analysis is more complete and more accurate than national income 
analysis, and that it contains but is not contained within the latter. 
Say’s Law applied to firms is a useful device of approximation to 
isolate households and thus avoid the difficulties of gen al equvi- 
librium, but nothing has convinced me that it has much validity 
in principle. Naturally, if one semi-isolates a part of the economy, 
one loses the consequences of interdependence. 

R. M. Goopwin 


Harvard University. 











THE PRICING OF MANUFACTURED PRODUCTS 


Mr. ANDREWsS’s study of Manufacturing Business 1! represents 
very much more than its title would seem at first glance to imply. 
It is, in effect, an attempt to re-write the theory of pricing in the 
light of field inquiries which the author has conducted into the 
behaviour of manufacturing firms. This field work was made 
possible by a grant by the late Mr. Samuel Courtauld to Nuffield 
College, but it had its intellectual origins in the work of the pre-war 
Oxford Economists’ Research Group which was concerned to 
confront economic theory with economic facts. 

Mr. Andrews’s results are so diametrically opposed to much 
recent thinking and writing, and his attempts to construct alter- 
native theories are, to my mind, so powerfully destructive not only 
of the newer accretions of imperfect competition theory but also 
of the whole body of economic reasoning that it is of the first 
importance that they should be subjected to rigid criticism. Since 
that is the purpose of this review, it is right that it should begin 
with a word of gratitude to Mr. Andrews. The re-examination of 
our theories and their reconciliation with the facts is overdue. If 
he has not said the final word, he has at least forced us to consider 
the adequacy and degree of over-simplification of much that is 
being taught to-day. 

In a preface, Sir Henry Clay tells us that Mr. Andrews’s investi- 
gations began with two intensive studies : the first, made possible 
by Mr. Courtauld, was an examination of the rayon industry ; 
the second, which followed it, was a similarly intensive study of 
certain branches of the boot and shoe industry. The first, one 
gathers from Sir Henry Clay, cannot be published because it would 
be bound to disclose, owing to the small number of firms in the 
industry, information that is confidential. The second, may, 
however, be published later. It is immensely to be hoped that it 
will be. For on the basis of what has hitherto been published it is 
a remarkable paradox that Mr. Andrews confronts existing theories 
not with a solid body of opposing and irreconcilable fact but with a 
ready made alternative set of theories, which may, or may not, be 
a better explanation of the facts. But of the facts themselves, 
the book is almost wholly innocent, and a critic is put in the diffi- 

1 Manufacturing Business. By P. W.S. ANDREWs. (London: Macmillan, 


1949. Pp. xviii + 308. 15s.) 
No. 240.—voL. Lx. 3D 
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cult position of choosing between existing theories and a set of 
new theories unsupported by any detailed evidence. 

Let us begin, then, with the new theories of pricing that Mr. 
Andrews advances. They may be briefly summarised (following 
the author, pp. 184 and 204) as follows : 


(1) “ that the price which a business will normally quote 
for a particular product will equal the estimated average 
direct costs plus a costing-margin ” ; 

(2) “‘ that average direct costs will tend to remain at a 
constant level, whatever the output that is being produced, 
given the priees of the direct-cost factors of production and 
ignoring any extraordinary increase in direct costs (due, 
e.g., to overtime wages being paid for extra output in the 
short period) ”’ ; 

(3) ‘‘ that the costing-margin will normally tend to cover 
the costs of the indirect factors of production and provide a 
normal level of net profit, looking at industry as a whole, and 
may reflect any general permanent changes in the prices of 
indirect factors of production, but will remain constant, given 
the organisation of the individual business, whatever the 
level of its output ” ; 

(4) “ that given the prices of the direct factors of produc- 
tion, price will tend to remain unchanged, whatever the level 
of output ”’; 

(5) “ that, at that price, the business will have a more or 
less clearly defined market and will sell the amount which its 
customers demand from it, its sales thus equalling its limited 
share of the market for the kind of goods which it is produc- 
ing.” 1 

Mr. Andrews contrasts the above account of the system with 
that of ‘‘ modern economic theory ” which has “ tended to argue 
. . . that the rate of profit which a business gets is not even mainly 
determined by the competition of business men in response to 
the stimuli of costs and prices. The business man is regarded as 
having control over his price through his control over his own 
output, and he is thought to exercise that control and to maintain 
his profits at their maximum level, by restricting output, regardless 
of the community’s interest in greater production.” 

I hesitate to describe this account of “‘ modern economics ”’ as 
a complete caricature. For all I know it may be an accurate 


1 The above is a straight and complete transcript of the summary given by 
the author on p. 184, with the single exception that I have divided his (1) into 
(1) and (2), which cover issues which to my mind are essentially separate. 
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account of the confusions into which, in the hands of second-rate 
teachers, this branch of theory has now degenerated. But this 
“modern economic theory,” bereft of identifiable parentage, 
bears not the most superficial resemblance to the theories of imper- 
fect competition with whose Cambridge origins, at least, I have a 
certain familiarity. First, it was of the essence of those theories 
that one was dealing with a situation in which entry was assumed 
to be sufficiently free and competition sufficiently effective to 
reduce profits to a “normal” level and to ensure that average 
revenue did not exceed average cost including “ normal ”’ profits. 
Second, it was never assumed as an axiomatic modus operandi that 
prices were maintained by restricting output. It was rather 
acsumed that in a majority of instances the prices of the products 
of a firm were actually determined by the firm (as Mr. Andrews 
assumes almost universally in this book), but that the firm had (cf. 
principle (5), above) ‘“‘ a more or less clearly defined market ”’ in 
which a price fractionally above minimum average total cost did 
not automatically imply that the firm’s sales were reduced to 
zero; that the firm was therefore not driven “ by the stimuli of 
costs and prices ”’ to reduce its prices to the level of minimum 
average cost; that in the esoteric sense that output was less and 
costs greater than they would be at minimum average total cost 
there was restriction of output, though in the work-a-day sense of 
a firm deliberately restricting output below that implicit in the 
prices it fixed there was no conscious restriction. I will readily 
grant Mr. Andrews that the practical limitations of block-making 
have resulted in published diagrams that suggest elasticities of 
individual-firm-demand and rates of falling costs which are 
utterly unrealistic in practice and seem to imply the existence and 
exploitation of immensely greater monopoly powers than I believe 
the ordinary firm to possess. But this form of analysis was, by 
intention at least, an analysis of a highly competitive, though not 
perfectly competitive, situation. 

What is important, however, is not the rightness or wrongness 
of Mr. Andrews’s account of those ideas with which he disagrees, 
but whether or not his account of the basic forces in the pricing 
system is right and other accounts are fundamentally wrong. 

The theories of imperfect competition, as I see them, were a 
first attempt, building on the foundations of classical economics, to 
bring into focus the problems of the ultimate decision-making 
unit—the firm. They did not purport, in the hands of those who 
developed the ideas first, to describe in detail the ways in which 
actual firms fixed actual prices. But, they did purport to describe 
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the underlying economic forces, as they might work out in a world 
that was highly, but not in the technical sense perfectly, 
competitive. 

Because they were, in this sense, theories of competition they 
were aiso theories of probable survival. The more nearly a firm’s 
actions might correspond to the actions supposed, the larger were 
likely to be its profits, or the less its losses, and the greater its 
chance of building up reserves, of securing capital with which to 
expand and of surviving in the face of competition. Thus there 
was no essential conflict between their short-term and long-term 
aspects, and the long-term equilibrium grew naturally and auto- 
matically out of the shorter-term pursuit of profit. 

I stress these aspects of the theories of imperfect competition 
because Mr. Andrews’s account of the pricing system is an account 
of a ritual. Despite the stress which he repeatedly lays on the 
competitive nature of industrial enterprise (cf. pp. 172 and 270), he 
seems to go out of his way to repudiate the idea of firms maximising 
their profits as an element in the battle for survival (e.g., p. 270). 
I am sure that I am not misrepresenting Mr. Andrews if I say that 
throughout the book he regards the ritualistic price-fixing system 
that he describes as the antithesis of the policy of profit-maximisa- 
tion. But if one so regards it, what are the consequences? If 
the ritual is in fact the antithesis of profit-maximisation, then 
those who least perfectly conform to the ritual have the greatest 
chance of survival. The wicked nonconformists will triumph ; the 
respectable ritualists will suffer. 

A belief in a wholly irrational ritualistic system of pricing is so 
fundamentally destructive of all the concepts of economics as a 
competitive evolutionary system, moving always towards the most 
economic use of resources, that I feel driven to ask whether Mr. 
Andrews’s account of the ritual is a true one. Is the ritual 
necessarily an irrational one, or is the ritual that he describes a 
reasonable account of rational action for long-term profit- 
maximisation in industries possessing certain characteristics ? 
For while I find myself dissenting from Mr. Andrews’s interpreta- 
tions of these actions, I certainly do not dissent from his account of 
the actions themselves, save in certain minor respects. 

May we begin by taking the case of a firm operating in an 
industry in which the market conditions approximate to those of 
perfect competition ; in which each firm produces a large range of 
alternative products with the same basic equipment; ! in which 


1 [ find it difficult to understand why, in confronting existing theories with a 
theory supposedly built on realistic assumptions of the actual world, Mr. Andrews 
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design and taste are changing all the time; in which the economies 
of large scale, both short-term and long-term, are negligible; in 
which competitors can enter the market very quickly. 

In such conditions, a firm which wishes to maximise its profits 
has to consider three chief problems when fixing the price of a 
new product which it is considering whether to introduce : 


(1) At what price could it hope to sell the product ? 

(2) Could it use its resources more profitably in other 
forms of activity ? 

(3) In the light of the above, should it, or should it not, 
put this product on the market ? 


The answer to the first question is by no means obvious. If a 
firm is making an absolutely standard product for an absolutely 
standard market, the market itself may well provide the answer ; 
a small firm producing cotton yarn may quite reasonably decide 
not to carry an elaborate costing staff, but to save their salaries, 
concentrate on technical efficiency and accept market price, as it 
must do. Alternatively, a firm may, as many of the London 
drapers do, employ a small staff of spies to find at what price its 
rivals are selling similar products. But neither of these methods 
is applicable to a new design that is not yet on the market. In 
that case, remembering the assumption of nearly perfect competi- 
tion, two questions arise. First, what is the maximum< price 
which the public would be prepared to pay for an article of this 
character? Second at what price would competitors be able to 
put it on the market? It is only if the article can be put on the 
market at a price that will persuade some buyers to buy that 
production is at all worth-while. But if that is possible, then the 
supply price of actual or potential competitors represents the 
demand price for the initiating firm in all but the very shortest 
period. If the price-fixing period (in many cases a year) is long 
relatively to the period of entry of potential competition, the 
rational action of a firm might be expected to consist in discovering 
at what price competitors could sell this product, and whether that 
price would enable customers to be found. 

The problem of the best use, in a comparatively short period, 
of the limited resources of a firm is best regarded theoretically as a 
problem in discriminating monopoly: How can the firm’s re- 
sources be divided most profitably between the various products of 





(pp. 82 and 253) assumes that the business produces a single product only. In 
practice there is good reason for thinking that the prevalence of the many-product 
organisation is an important explanation of te ritual that he describes. 
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the firm? Ifthe markets are almost perfect, the best simple test 
will be to ensure that uses which give a smaller margin over the 
direct costs of factors are not preferred to uses which give a larger 
margin, except so far as the smaller margin may reflect smaller 
indirect costs. A rough and ready test is to calculate the direct 
cost, to add the costing-margin at which the firm’s resources will 
be reasonably fully employed and reject those uses in which the 
** costs ’’ so calculated exceed the probable selling price. 

Both of these entirely rational calculations bear a striking 
superficial similarity to the ritual of the costing rules. But the 
actual similarity in practice depends very much on the method by 
which the ‘“ costing-margin ” (the addition to be made to direc‘. 
costs) is determined. As to this, there are discoverable in Mr. 
Andrews’s book two accounts which one may conveniently call the 
priestly code and the lay code. 

The priestly code describes the “ costing-margin ” 1 as tending 
to cover the costs of the indirect factors of production and provide 
for a normal level of net profit. But it is clear that the lay code 
superimposes on this pure doctrine a substantial element of 
regard for the market. The costing-margin will vary for the same 
product between different businesses (p. 159). A firm with high 
direct costs is likely to be obliged to accept a smaller costing- 
margin (p. 169). For most established businesses, the net 
margin is “ that which they expect to get on the average ”’ (p. 
165). It will differ for different products within the same busi- 
ness (p. 159), not only because of differences of overhead costs 
involved in their product but also because their markets differ 
in the extent to which they are liable to the competition of new 
entrants (p. 178). The costing rules of small competitors will 
conform to the costing rules of a price leader (p. 182). Special 
selling costs will have to come out of the margin (p. 187). It 
will ‘“‘ give the business the highest level of price that it can main- 
tain against competition in the long run, and will be revised 
downwards at once if the business, in fact, meets competition at 
a lower level of price ” (p. 253). 

The view that the costing process is really engaged in discover- 
ing the demand price in the market is reinforced by certain other 
practices. First, Mr. Andrews makes it clear that, “if output 
falls the business man will not revise his prices so as to charge a 
higher allowance for average overheads. That would be absurd, 
as causing the charging of a higher price in a falling market. It 


1 Cf. the summary of the principles of pricing quoted above. See also pp. 
159 and 174. 
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would bring the danger of his market going to competitors ”’ (p. 
164). In a depressed industry, even when output is continuously 
at a low level, the costing rules are likely (p. 165) to assume full 
normal output, or, if price cutting appears, ‘“‘ an even finer margin.” 
Second, costing rules do not ordinarily take account of abnormal 
economies or diseconomies due to the firm itself spreading over- 
heads over a larger output or to its production entailing overtime 
or night work (pp. 109 and 158). 

It has been argued above that the costing rules are wholly 
consistent with an objective of the maximisation of profits on the 
assumptions that competition is almost perfect and the entry of 
new competition both free and rapid. Those are conditions which 
apply pretty generally in the boot and shoe industry, on which 
Mr. Andrews’s generalisations are largely based. But Mr. 
Andrews is seeking to provide us with generalisations that are 
applicable to all industry and all price-making. It is therefore 
relevant to inquire whether the wider extension of his rules can 
or cannot legitimately be assumed and whether the application 
of the rules in cases where perfect competition and rapid entry 
do not exist provide perfect competitive pricing in imperfect 
competition situations. 

It is clear that Mr. Andrews’s account of the actions of firms 
makes them act as if they assume that markets will be lost if price 
is raised above the potential supply price of competitors. It is 
far less clear that Mr. Andrews’s account would imply infinitely 
elastic demand curves for individual firms for greater outputs. 
Indeed, at many points Mr. Andrews appears to go much farther 
than most of us in suggesting that the elasticity of demand for 
greater outputs is relatively low. 

The market for the individual firm (p. 146) is “‘ a fairly definite 
group of people.” ‘So long as its price is right, an established 
business will have a more or less clearly defined market, and will 
be protected from the efforts of would-be competing businesses to 
cut into that market” (p. 153). The manufacturer is likely to 
assume (p. 180) that if he cuts a price, “ his rivals will cut their 
price to protect their own markets when they know that he has 
cut his.” ‘“‘ Price cutting will then normally mean merely a fall 
in the total receipts of the whole group of competing producers and, 
since their costs will not be affected, they will be worse off.’ 4 

1 Mr. Andrews is here thinking primarily of price cutting to maintain output 
in conditions of depression. But there is no obvious reason why a manufacturer 
should make different assumptions about his power to cut prices without invoking 


retaliation in other circumstances in which lower prices on his part would involve 
a reduction in the sales of other firms. 
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Indeed, price-maintenance schemes are (Mr. Andrews holds) in 
such cases justifiable because “‘ the price-cutting which they seek 
to prevent is not, in itself, of social value. It leads to a fall in 
prices, but it also causes a fall in incomes and so increases un- 
employment . . . in a depression there is no virtue in lower prices 
as such.” } 

In considering expansion, moreover, the firm will take account 
of the limits of the factor supplies, and particularly the labour 
supplies, likely to be available to it. It will remember that very 
rapid expansion will make it necessary “to bid away workmen 
who have a preference for remaining where they are already ” 
(p. 225). ‘It certainly will not act as supposed in the usual theory, 
continuously increasing its wages as it bids for an expanding 
labour force.” If it starts wage-competition with other employers 
“ the business may be left with a labour force which has expanded 
only slightly, but for which it has to pay very greatly increased 
rates of wages. . . . Such a situation bears resemblance to the 
price-cutting situation discussed in the previous chapter. Its 
consequences will naturally deter the business man in so far as 
he can foresee them ”’ (pp. 226-7). 

I find it hard to distinguish this balancing of the advantages 
and disadvantages of price cutting and of expansion from the 
balancing process which the theories of imperfect competition 
have assumed. Mr. Andrews makes his business man contem- 
plate price cutting and reject it because it adds, if others cut also, 
relatively little to his receipts. He makes him contemplate 
expansion and reject too rapid an expansion because it adds too 
much to his probable costs. Is not this the exact weighing of 
alternative scales of output, with their corresponding additions to 
revenue and additions to cost, which economists have been 
assuming ? 

I think it is right also to ask whether Mr. Andrews is on safe 
ground in assuming that his principles as set out above apply 
generally to all branches of industry. A reviewer can do no more 
than quote an instance where they do not appear to apply in their 
purer form. I happen myself to have an opportunity of knowing 
and taking part in the price-fixing operations of a publishing house. 
In book publishing the crude division into direct and indirect 
costs is obviously inappropriate. There are: (a) costs which are 
specific to the individual copy of the particular book; (b) costs 
which are specific to the particular book, but not to the individual 


1 This is surely a remarkable intellectual somersault for a believer in the merits 
of competition. 
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copy; (c) costs which are general to the business as a whole. This 
three-fold division of costs is common to a great many firms in 
a great many industries of a multi-product character; but, in the 
special case of publishing, costs under the head of (b), which include 
composition, correction, block-making, and all preparatory work 
for printing off are very large compared with the other costs. A 
publisher certainly does not assume that his average direct costs of 
a particular book (defined as (a) plus a share of (b)) are constant 
for editions of different sizes. Nor does he assume that his pricing 
of a particular book is rigidly determined by the price at which 
other publishers might produce books on the same subject by 
other authors. It is customary to discuss the possible sales at 
different prices, and the alternative possibilities of breaking even 
or making a profit with different prices and their corresponding 
costs. Itis normally assumed that a book should not be published 
(unless it has special qualities to justify it) if it cannot break even 
and make its proper contribution to general costs. On the other 
hand, a book that is likely to be successful would not be deliberately 
priced at a high price; but its price might in retrospect turn out 
to have been fixed on an assumed sale appreciably smaller than 
the actual sale (that I take to be the way in which Mr. Andrews 
assumes that more successful firms make more than normal 
profits). While in this process some of the elements that Mr. 
Andrews describes do appear, the balancing of marginal cost and 
marginal revenue becomes a very nearly conscious part of the 
process. I believe there are a number of other industries, 
particularly in the light-engineering field, where a particular 
product requires particular capital investment in special equip- 
ment, tools, jigs and the like, and where there are certain overhead 
costs of the whole batch of products, such as were long ago 
described by Adam Smith and Babbage. I would like much more 
evidence that specific average unit costs are regarded as being 
constant for different levels of possible planned output. Nor 
do I feel absolutely convinced that all manufacturers in all 
industries, other than publishing, regard the potential demand 
price of their product as wholly independent of their own planned 
output. Before such generalisations are extended from the two 
industries which Mr. Andrews has studied to the whole field of 
industry, we surely need more evidence from a larger range of 
industries. 

In the light of all this I find it hard to sum up my views of Mr. 
Andrews’s work. I think he has done well to remind us that the 
actual processes of price fixing seldom consciously take the form 
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assumed in some of the expositions of imperfect competition. But 
I am very far from convinced that his account of what happens 
represents an alternative theory. I believe that when one really 
tries to disentangle what is being done, one comes back to a 
theory not very different from the existing theories. I believe 
that everything turns on whether the “ costing-margin”’ is a 
thing determined by the actual indirect costs of a firm, or is merely 
an addition to direct costs which reflects the judgment of the 
firm as to what price the market will bear. I believe that, even if 
one does not go outside Mr. Andrews’s own pages, one can find good 
reason to think that what the market will bear is a chief element 
in the process; but that, in assessing that, it is customary, as well 
as rational, to think in terms not of a very short period, but of a 
longer period which takes account of the difficulties of price 
changes as well as of the speed of entry of competition. But I 
do not think that we have said the last word on any of this, and 
the mechanism of price change in different industries in shorter 
and longer periods is a subject which requires a great deal more 
thought. 

But we shall not, I believe, make useful progress by writing 
down a series of alternative generalisations. What we need most 
is comparative detailed study of the processes in particular in- 
dustries with particular frameworks of cost and demand. For 
my own part I believe that Mr. Andrews could do us no greater 
service than to publish in full detail his own background studies, 
and address his further work to the adult intelligences of his. 
colleagues rather than to the layman or the elementary student to 
whom so much of the present work seems to be directed. 

AvuSsTIN ROBINSON 

Sidney Sussex College, 

Cambridge. 














REVIEWS 


Charles Dickens and Early Victorian England. By R. J. Crurm- 
SHANK. With 64 illustrations in photogravure. (London : 
Sir Isaac Pitman & Sons, Ltd., 1949. Pp. 308. 20s.) 


“ Wuat was the age of Dickens” . . . “that is the grand 
testimony of the age of Dickens.”’ These are the first and last 
words of a book of absorbing interest because of the subject and 
the author. For what in our youth we thought to be the England 
of all time has become a period piece and its great novels essential 
documents of social history : and knowing Mr. Cruikshank from 
his Roaring Century we know to what effect he gets steam up. 
We must have beside us the 0.L.D., D.N.B., perhaps also a 
‘“* Who’s Who in Dickens,” if we are to catch every nuance and 
allusion. It is a positive pleasure to try to catch him out, be it 
ever so rarely. ‘‘ The tutelary genius of Georgian agriculture, 
Coke of Norfolk, was a Whig so implacable that he said to his 
grandson, ‘ My boy, whatever you do in life, never trust a Tory. 
I never have myself, and, by God, I never will’ ” (p. 120). For 
‘“‘ grandson ” please to read “‘son’”’: for he married his ward at 
sixty-eight, and his son, the Second Earl, 1822-1909, is the little 
boy of the story. And again “ this age of mahogany and ormolu, 
of triumphant science and mechanical prowess, of fat living, 
bovine materialism, and the blessed certitude of the five per 
cents ” (p. 229) which five per cents? It can’t be Mr. Weller’s 
reduced counsels; and Goulburn in 1844 converted the 34s to 3s, 
as Goschen after him the 3s to 24s. One is entitled to mention 
the fact, because at the end of the book is a riot of pictorial 
statistics—population, emigration, revenue and trade. Stick to 
Facts, Sir! But Sissy gazed in rapture at the reds and blues and 
green, and especially at the increase of red babies. “I could 
fancy,” she said, . . . “You are not, Cecilia Jupe,’”’ Thomas 
Gradgrind solemnly repeated, “‘ to do anything of the kind.” 

The age of facts was also the age of steam. ‘‘ Keeping up the 
steam! That simile is racy of the period, and it is in the true 
vein of Pecksniff and Chadband ” (p. 109). But why not “ vein of 
Mr. Pancks ?”’ says your reviewer with a steam and a snort .. . 
‘Dear Dickens, and Cruikshank, at least not dear and most 
assuredly not Dickens, for I have not the pleasure but pray excuse 
me”... Oh, adorable Flora ! 
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The book is in six parts: I. Great Expectations. II. Hard 
Times. III. Steam and Smoke. IV. The Battle of Life. V. 
The Haunted Man. VI. Diversions. Its artistry consists in this. 
For the first half he sees England through the eyes of Dickens and 
his contemporaries, contrasting its feverish pace and sanctimoni- 
ous gluttony with the cold and stately insensibility of the eigh- 
teenth century. (But was it so cold? What of the Coram in 
Tattycoram : and when he tells us “‘ there were certainly no such 
reports brought out then as Dr. Kay’s on the health of Manchester 
or Chadwick’s on sanitation ”’ (p. 21), what of Dr. Thomas Perceval 
1740-1804 and the Manchester Board of Health of that day ?). 
Of all the tributes to Dickens as a social reformer I like best that 
of Shaftesbury quoted on p. 178, “‘ God gave him a general retainer 
against all suffering and oppression.”’ Chapters on religion and 
Victorian Sundays (Arthur Clennam’s early Victorian Sunday, 
merging into Samuel Butler’s mid-Victorian Sundays), and on 
Darwin and the Age of-Science link the first half of the book to 
the second, where, in Mrs. Jarley’s words, “‘We come to the 
General Public and they want stimulating.”” Here Mr. Cruik- 
shank excels. In the company of Vincent Crummles, he acts 
Dickens, and a second David Copperfield recalls the thrills and 
pains of his own youth, with the contrast between then and now. 
He delights in music and fireworks, in the horse-riding and balloon 
flights, recalled amid the desolation of a London blitzed by the 
Second World War, yet nevertheless still going strong. ‘‘ When 
all is said and done, when the account is struck, all that matters is 
the staunch heart of a people, its flow of creative ideas, its capacity 
to set free its own energies and its faith in itself. That is the 


grand testimony of the age of Dickens.”’ 
C. R. Fay 
Cambridge. 


The Keynesian Revolution. By LAwRENcE R. Kuz. (London: 
Macmillan, 1950. Pp. xii + 218. 15s). 

The Economics of John Maynard Keynes. The Theory of a 
Monetary Economy. By Duptry Dim.arp. (London: 
Crosby Lockwood, 1948. Pp. xv + 364. 18s.) 


THESE are both English editions of books published earlier in 
the United States. Both of them will already be familiar to 
many English readers. 

Dr. Klein’s well-written and closely reasoned essay has a 
mixed audience in view; some sections are addressed mainly to 
professional economists, but it is hoped that the general argument 
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will be intelligible to a broader public. He opens with two 
chapters on the development of Keynes’s thought up to 1936, 
including a useful analysis of the “ fundamental equations ” of 
the Treatise on Money. He then goes on to give at a fairly sophisti- 
cated level a broad survey of the General Theory and its relation- 
ship to “ classical’ writings. Despite certain inaccuracies noted 
below, this chapter is a fine piece of work, which should be par- 
ticularly useful as revision reading to the student. The chapter 
which follows, a more detailed treatment of a number of con- 
troversial issues, is less successful. The savings—investment 
controversy is well and clearly disposed of, but the discussions of 
the wage question and of interest theory carry less conviction, the 
vehemence with which the conclusions are reiterated inspiring 
suspicion rather than confidence. Dr. Klein is very reluctant to 
concede that the loanable-funds approach to the theory of the 
rate of interest can be reconciled with liquidity-reference, and 
insists that stocks, not flows, are the appropriate concepts to 
work with. This is surely no more than a matter of convenience. 
It is true, as he argues, that a Wicksteedian approach is particularly 
suitable, when, as in the case of the security market, the function 
of the price-mechanism is mainly, if not entirely, to re-allocate 
existing stocks rather than to dispose of new supplies. But to 
say that, where stock-holdings are large, a flow analysis actually 
involves faulty logic is quite a different assertion, and an untrue 
one. The remaining chapters deal in turn with anticipations of 
Keynesian theory by earlier writers—mostly on the lines of 
Chapter 23 of the General Theory, but including an interesting 
section on Marx, with the application of the principle of effective 
demand to inflationary situations; and with social and political 
implications. In conclusion, there is a substantial mathematical 
appendix, concerned in part with proving that the Keynesian 
conclusions necessarily follow, under certain realistic assump- 
tions, from the supposition of profit and utility maximisation ; 
and in part with contrasting Keynesian and other models along 
lines now broadly familiar. 

Dr. Klein’s viewpoint is Keynesian in the rather narrow, 
American, sense of the term, with a pronounced leaning to the 
left. The argument throughout is conducted with a lucidity and 
vigour of a very high order, and the author has interesting things 
to say on every page. The standard of accuracy is high but not 
quite above criticism, though there are not many passages where 
the reader is likely to be seriously misled. Two examples of 
apparent errors may be mentioned. In the diagram on p. 88 
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the dotted line should be to the right of that running parallel to 
it, not below; this mistake unnecessarily weakens the case being 
argued. On p. 70 the reader can hardly be expected to swallow 
the assertion that, because the value of the stock of wealth is 
equal to the flow of income capitalised, it makes no difference 
whether we say that the rate of interest is a function of the 
total quantity of assets owned or a function of the level of 
income ! 

Despite its many merits, The Keynesian Revolution is a little 
disappointing in some more general respects. Pains have evi- 
dently been taken to counter the detailed criticism which Keynes- 
ian economics have encountered, but in a book published over 
ten years after the birth of the General Theory rather more 
attempt might have been expected to deal with the large issues 
which Keynes left virtually untouched. The most obvious 
deficiency is in the treatment of those long-term problems of 
economic progress that are bound up with the nature and volume 
of investment. Various determinants of investment are men- 
tioned, but in many passages Dr. Klein is content to speak of 
the volume of investment as “ autonomous ’’—in other words to 
admit that the theory as expounded is incomplete. Had more 
attention been paid to these and cognate topics, the impression 
might have been avoided of a certain complacency about the state 
of our present theoretical structures that does disservice to their 
main architect. 

The second book under review is purely didactic in purpose. 
The author modestly states that he lays no claim to originality of 
treatment except in “ the self-conscious manner in which J have 
attempted to explain the . . . theory by linking it to the policies 
which Keynes advocated ”’ (p. ix), and in the emphasis laid on the 
importance of contemporary events in moulding Keynes’s thought. 
This pragmatic approach is further developed in the final chapter, 
which is the most interesting and original part of the book. 

In many ways Professor Dillard’s book is an able one, but its 
self-imposed limitations seriously reduce its value. The book is 
neither an introduction to the General Theory—for it aims at 
thorough coverage and its length is considerable—nor is it a 
critical companion, for although an excellent and up-to-date 
bibliography is attached to each chapter, no attempt is made in 
the text to depart from the letter of Keynesian doctrine except 
in so far as it was modified or developed in Keynes’s own writings 
after 1936. The Economics of John Maynard Keynes appears 
therefore to be intended as a substitute for the General Theory 
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for the benefit of the student or layman who finds the original 
work too difficult. The order of presentation is the same as 
Keynes’s, and Professor Dillard must at times have been hard 
put to it to avoid copying out whole paragraphs. Now it may 
well be doubted if such a close and dogmatic adherence to the 
original text is really the most beneficial approach for the sort of 
reader mentioned. The confusion that reigned even in profes- 
sional circles in the first few years after the publication of the 
General Theory is sufficient evidence that its manner of presenta- 
tion was misleading in important respects. But Professor Dillard 
will make no concessions. Thus we are told that the rate of 
interest determines the marginal efficiency of capital and not 
vice versa and that this is a “ very important point ” (p. 197); 
the admission that the multiplier process takes time is made 
grudgingly and at a late stage in the argument, and so on. 

Professor Dillard is particularly anxious to show that the 
different elements in the theory hang together in such a way that 
certain fundamental ideas are relevant at every stage of the 
argument. But sometimes this in many ways laudable desire 
gets pushed too far. It is clearly an error, arising out of a con- 
fusion of the individual’s situation with that of the nation, to 
argue, as he does, that where there are unused resources interest 
cannot be considered the reward for not-spending, on the grounds 
that it is possible to increase consumption without any reduction 
in savings. Nor is it true that liquidity-preference would necess- 
arily be absent in a static economy, unless that concept is extremely 
narrowly defined. One result of Professor Dillard’s somewhat 
monolithic attitude is that the reader is left with the impression 
that on each point where there is a difference between Keynes and 
“the classics” the latter were guilty of half a dozen separate 
and independent blunders. Experience suggests that this is not 
conducive to clarity in the mind of the beginner. 

R. C. O. MarrHEws 

St. John’s College, 

Cambridge. 


Chance and Choice by Cardpack and Chessboard. Vol. I. By 
L. Hoesen. (London: Max Parrish, 1950. Pp. 417. 
50s.) 

Tus text-book of statistical theory employs unusual methods 
of presentation in accordance with the vigorous views set out in 
the author’s foreword. He points out that “ less than 1 per cent. 
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of research workers clearly apprehend the rationale of statistical 
techniques they commonly invoke ”’ and that ‘“ the experts them- 
selves disagree on fundamental issues: . . . One therefore hopes 
that an attempt to present the elements of statistical theory by 
exploiting a new educational technique will commend itself. r 
The book is intended for students who have covered the higher 
school-leaving syllabus in mathematics, and whilst avoiding issues 
of rigour always offers a rationale—i.e., a vague proof of validity 
—for the statistical methods advocated. 

The result so far of this attempt at a highly original book is a 
first volume of over 400 pages covering the following ground. 
Chapter I: Miscellaneous Mathematical Theorems. Chapter II: 
The Meaning of Probability in Terms of Equally Likely Alterna- 
tives. Chapter III: The Binomial and Multinomial Distributions 
and the Poisson Approximations to the Binomial. Chapters IV 
to V: Significance Tests for the Difference between Two Propor- 
tions and Confidence Intervals for Proportions. Chapter VI: 
The Method of Moments. Chapter VII: Significance Tests for 
the Difference between Two Sample Means, including the t-test. 
Chépter VIII: Spearman’s Index of Rank Correlation, and 
Instructions on Computing a Correlation Coefficient. Chapter 
IX: Linear Regression Illustrated by Games of Chance. The 
Partial Correlation Coefficient. Chapter X : The Balance Sheet 
Aspect of the Analysis of Variance. 

This is admittedly a condensed account of the contents; but 
the fact remains that in over 400 pages, a very modest range of 
subjects is covered. The main explanation is that the exhaustive 
discussion of all the possibilities in various games with dice, cards 
and dominoes uses up a lot of space, especially when copiously 
illustrated by beautifully drawn, but most involved diagrams. 
Another reason is that certain topics such as the logic of signific- 
ance tests are rightly dealt with at some length. Again, in the 
avoiding of mathematical elegance and “refined devices”’ the 
author sometimes veers towards the opposite extreme. 

By contrast with the clear diagrams in Mathematics for the 
Million, many of the diagrams in this volume seem decidedly 
confusing, and it is difficult to believe that a high proportion of 
readers will be helped by such illustrations as Figs. 70—71 illustrat- 
ing the ‘“ derivation of the mean-score distribution for the 3-fold 
toss of the tetrahedral die.” 

The mathematics in the first chapter, although not 
“advanced” are sufficiently difficult to invite the question 
whether a pupil capable of struggling through it would not be 
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wiser to invest his time in the study of one of the more “‘ advanced ” 
text-books such as those by Professors H. Cramer, M. G. Kendall 
and A. Mood. 

The most valuable part of the whole volume is contained 
in the discussion of fundamental ideas at the end of Chapter IT 
and at the beginnings of Chapters III and V. Here, however, one 
is left puzzled by such a phrase as “ One school prefers to identify 
the concept of probability exclusively with the frequency of ex- 
ternal events. Another defines it exclusively with the frequency 
of correct judgements about them.” The important dichotomy 
is surely between those who define probability in terms of fre- 
quency and those who define it in terms of reasonable degrees of 
belief. If the latter assert that the probability that there is life 
on the moon is greater than 0 but less than 0°5, they do assert 
that it is reasonable, while admitting the bare possibility of there 
being life on the moon, to believe, rather, that there is no life 
there. They do not assert that a judgment that there is life on 
the moon will sometimes be correct but not as often as five times 
out of ten. 

Another page of this book which is well worth reading is page 
179, where attention is drawn to the distinction between a 
finished mathematical proof and the hit-and-miss activities by 
which a theorem is originally discovered. It may well be that 
students could be spared needless discouragement if they were 
told more of the kind of reasons which lead one to expect a theorem 
to be true before they are confronted with the sophisticated and 
elegant proof which clinches the matter. 

In one or two sections of the book there seem to be definite 
opportunities for improvement. On page 213 the explanation 
given of the “‘ customary ”’ distinction between confidence intervals 
and fiducial intervals, is so unorthodox as to be positively mis- 
leading. On page 136, the proof of the Poisson approximation 
to the Binomial distribution appeals quite unnecessarily to 
Stirling’s Theorem, and a page is covered by what need occupy 
only a few lines. 

Any attempt to apply new techniques to the teaching of 
statistics deserves a welcome, and it will be interesting to discover 
what type of student finds this book to his taste. The chief 
qualities required seem to be a powerful visual memory, intense 
curiosity and ingenuity, and immense capacity for taking pains. 

D. G. CHAMPERNOWNE 
Nuffield College, 

Oxford. 

No. 240.—voL. Lx. 
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An Introduction to the Theory of Statistics. Fourteenth Edition 
Revised and Enlarged. By G. Upny Yue and M. G. 
Kenpatu. (London: Griffin, 1950. Pp.xxiv +701. 34s.) 


Economists with statistical leanings will welcome with interest 
the appearance of this new edition of Mr. Yule’s and Professor 
Kendall’s classic work. The serious mathematician and the 
layman are both reasonably well served by existing statistical 
literature, but in contrast, the amateur of some but limited 
accomplishment finds few texts suited either to his taste or to his 
attainments. Mr. Yule and Professor Kendall have always tried 
to provide suitable nourishment for the presumably large numbers 
of people of moderate mathematical ability, but in fact their book 
is suitable for students with a rare and somewhat improbable 
combination of knowledge and ignorance. It is very doubtful 
whether many aspiring statisticians, equipped with the necessary 
mastery of algebra and of analytical geometry (not to mention 
determinants !) required to cope intelligently with this book, are 
at the same time entirely unacquainted with the calculus. Nor 
is it true that, because basic ideas in algebra are in general simpler 
than those in calculus, all algebra is necessarily easier than all 
calculus. A judicious and restrained use of calculus accompanied 
by some simplification of the algebra would do much to clarify 
some of the arguments in this book. 

In the choice of subject matter, the book has also taken a 
middle course in previous editions. Very little indeed has been 
said about the foundations of statistical theory in the theory of 
probability and not a great deal more about the more practical 
aspect of a statistician’s work other than computation. Professor 
Kendall’s latest revision has gone a certain way in remedying the 
latter defect but no distance at allin respect of the former. There 
is still no more than occasional passing reference to the theory of 
estimation. Professor Kendall’s main effort has, however, been 
directed to bringing the original treatment of the subject up to 
date. 

The Theory of Attributes, which previously took up the whole 
of the first five chapters has now been compressed into three, but 
there are many people who will not be satisfied until this process 
has been carried a good deal farther. The chapter on the practical 
problems of correlation has been re-written and contains much of 
very great interest to economic statisticians dealing briefly, as it 
does, with the effects of grouping on correlation coefficients, 
nonsense correlations, the variate difference method and economy 
in the use of variables. In connection with the last-named 
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problem, there is a brief mention of Confluence Analysis, but all 
reference to the main function of this analysis, that is to detect 
when the intercorrelation of the variables is making the estimates 
of the regression coefficients unreliable, is omitted. 

The treatment of Analysis of Variance has been expanded to a 
full chapter, but for some reason Professor Kendall has only 
thought it necessary to give a brief explanation of the arithmetic 
required for this kind of analysis. This omission is inconsistent 
with the extended treatment given in other parts of the book, 
and is particularly unfortunate in that it is a subject which in- 
variably causes difficulty to beginners. 

The new chapter on the problems of practical sampling is 
especially welcome, and there is much interesting discussion of 
the different sources of bias. However, the theoretical parts of 
this chapter seem to be rather difficult for a novice, and the 
paragraph dealing with sampling fractions is a good example of 
the failure of an expository technique, which includes moderately 
advanced algebra but no calculus amongst its tools. The addition 
of a whole chapter dealing with Index Numbers ought to gratify 
economists, and in intention at least it remedies a notable de- 
ficiency. Nevertheless, the subject is an awkward one because it 
lies athwart the nebulous boundary between economics and 
statistics. Sadly enough Professor Kendall has tried to deal with 
the problem solely from a statistical standpoint, and students 
who read this chapter will merely get the idea that an Index 
Number is just ‘a sort of average.” Perhaps in some later 
revision Professor Kendall will treat this very important topic 
more along the lines employed by the late Lord Keynes in his 
Treatise on Money. It is surprising, too, that no mention is 
made of the useful fact that a base-weighted price index multiplied 
by a current-weighted quantity index is equal to an index of 
value. 

At the end of the book two chapters on Time Series have been 
added, and these fill the long-felt need for an elementary exposition 
of this subject. The first chapter deals in the main with the 
descriptive problem, and may be criticised on the ground that 
trend elimination by using moving averages is given an unneces- 
sarily elaborate treatment while there is only a very short single 
paragraph on the elimination of seasonal movements. The 
discussion on the possible effects of trend elimination on the 
behaviour of what is left over should be read by all economists 
with a penchant for dabbling with “ trend-free ”’ time series. 
Finally, in the chapter dealing with the theory of short-term 
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and random components of time series, Professor Kendall gives 
skilful compression of a difficult subject in which he himself has 
done much pioneer work. Few people will cavil at his short 
discussions of the problems of periodogram and correlogram 


analysis. 
In the rest of the text, Professor Kendall has made various 
additions “to keep . . . abreast of modern discoveries.”” Under 


this head fall such things as Gini’s coefficient of mean difference, 
the rank correlation coefficient known as Kendall’s 7 and problems 
arising from errors of observation, while Snedecor’s F has been 
called in to supplement Fisher’s z test. Professor Kendall has 
also carried out other small acts of modernisation. The “ semi- 


invariants ’’ have become “ cumulants ’’; ‘‘ universe ’’ has been 
replaced by “ population”; and the ‘“ workhouse” has given 
way to the more socially non-committal “ institution.” The 


more usual summation sign & has replaced S throughout. 

The critical remarks made here relate in the main to details, 
and should not be allowed to obscure the value of Professor 
Kendall’s attempt to adapt still further to present-day needs Mr. 
Yule’s earlier work. However, everyone with the best interests 
of both economics and statistics at heart would surely agree that 
it was never more important than now that undergraduate econo- 
mists (inter alios) of moderate mathematical skill should be 
actively encouraged to pursue the theory and practice of statistics 
as far as is humanly possible. The text-book that enables them 
to do this has yet to be written. To be successful such a work 
will have to make many more concessions to the known mathe- 
matical limitations of its prospective readers than Professor 
Kendall has been prepared to do so far. It is to be hoped that 
he will undertake this worthwhile task in the not too distant 


future. 
A. D. Roy 
Cambridge. 


Production and Welfare of Agriculture. By THEODORE W. 
Scuuttz. (New York and London: The Macmillan Com- 
pany, 1950. Pp. vii + 225.) 


In his Preface Professor Schultz describes the purpose of this 
series of studies to be to untangle the economic strands of American 
agricultural policy since the First World War, to make explicit 
its objectives and re-examine their meaning and to suggest, 
generally in outline form, alternative policies. The book is very 
definitely a series of studies rather than an integrated volume, as 
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was his earlier Agriculture in an Unstable Economy. For this 
reason, and because he covers in a rather short space a very large 
number of subjects, necessarily touched on briefly, I found it less 
valuable than the earlier work. A number of interesting ideas 
are suggested; but they are not sufficiently worked out to do 
much more than indicate the general line Professor Schultz takes 
on current policy and problems. For someone like Professor 
Schultz even this is, of course, valuable. But I should myself 
have preferred to see some of his points worked out in more 
detail, even if this had meant omitting others. 

Professor Schultz still holds to the view, cogently put forward 
in Agriculture in an Unstable Economy, that agriculture is, and will 
remain, a declining industry, in the sense that less man-power will 
be required in it. But not less capital; because of various natural 
and institutional difficulties which he outlines, mainly associated 
with risk, the capital available to farmers is rationed by factors 
partly distinct from its marginal productivity and cost, and its 
marginal productivity is low. More capital is needed, as one of 
the means to overcome what he considers to be the inefficiency of 
American farming. He also argues (mainly in Chapter 10) that 
agriculture requires more economic administration by Govern- 
ment; and a large part of these studies is devoted to considering 
what form this should take. 

His main theme is the importance of separating two objectives, 
the optimum allocation of resources, designed to secure efficiency 
in production, and a redistribution of personal incomes, designed 
to secure greater equality. If price and production adjustments 
are used, as they were under the A.A.A. in the inter-war years, in 
order to protect farmers’ incomes when these fall too low, then 
not only will benefits go to those who do not need them as well as 
to those who do, but also resources will, as a consequence, be 
maldistributed. This is not new; but in several places it is very 
well put. 

Professor Schultz, designedly, devotes his main attention to 
the first problem. He does no more than throw out hints how 
the second is to be solved; in particular, he scarcely discusses the 
difficulty of separating out the two objectives. His solution to 
the first problem remains that of announcing forward prices to 
farmers designed to attract resources to the places where they are 
needed, of allowing the market to determine consumers’ prices, 
and bridging any gap with subsidies (or levies?). In addition, 
returns to farmers should be kept up if general effective demand 
falls off. In the light of this policy he criticises not only the 














792 THE ECONOMIC JOURNAL [DEC. 


existing parity policy, but also the Brannan plan and other aspects 
of policy. 

These are only a few of the topics touched on. It is im- 
possible, in a review, even to indicate all the contents of such a 
very compressed book. 


Newnham College, 
‘Cambridge. 


RutH CoHEN 


The Economics of Public Finance. By Puiire E. Taytor. (New 
York: The Macmillan Company, 1948. Pp. xxiv + 618. 
$4.50.) 

Public Finance and National Income. By Haroip M. Somers. 
(Philadelphia: The Blakiston Company, 1949. Pp. xii + 
540. $5.00.) 


It is a practice among critics of gramophone records to com- 
pare the records upon which they are commenting with previous 
recordings of the same work, and there is much to be said for 
reviewers of text-books following a like course. Here also, the 
score is, roughly speaking, the same for all, and here also, there- 
fore, the task of the reviewer is mainly to comment on the inter- 
pretations offered, as a whole and in respect of particular passages, 
and to draw attention to technical excellencies and deficiencies. 
What the reader wants to know is which, among the available 
alternatives, he should choose—often, whether a new performance 
is worth acquiring, given the one he has got. 

The present reviewer’s opinion is that neither of these works is 
as satisfactory as the Economics of Public Finance, by the late 
E. D. Allen and Professor O. H. Brownlee, which was the first 
text-book of what we ought, perhaps, to call “ the New Public 
Finance ”’ to come from the New World. Professor Taylor’s is a 
stock performance: not much is left out, but motive force is 
lacking, there are no high-lights and much is blurred. Professor 
Somers is at the other extreme: his technique is first class, to a 
number of themes he brings fresh illumination, but the result is a 
collection of separate essays rather than a text-book of public 
finance. Advanced students can profit greatly from it, but as an 
introduction to the subject it is frightening. 

The mark (of doubtful historicity) which distinguishes the 
“new ” from the “ old ” public finance is, of course, the applica- 
tion of a theory of aggregates to government finance and govern- 
ment policy. In this country the third edition of Professor 
Pigou’s Study in Public Finance has been given additional chapters 














1950] TAYLOR: THE ECONOMICS OF PUBLIC FINANCE 793 


on this subject, and Part III of Mrs. Hicks’ Cambridge handbook 
deals with it. But it has been left to the Americans to put it in 
the forefront of their courses. Can this be done successfully, and 
ifso, how? There are two serious obstacles. First, public finance 
is applied economics, but aggregate analysis being still a much- 
debated subject, there is the constant risk, throughout the 
dynamic parts of one’s book, of losing the confidence of the 
reader in the economics that one is applying. Secondly, and again 
reflecting theoretical problems, there is difficulty in bringing the 
dynamic analysis of budgetary and debt policy and the static 
analysis of tax incidence and income distribution into a single, 
integrated structure. Messrs. Allen and Brownlee’s way round 
these difficulties was to take a definitely normative view of their 
subject : the object of public finance was to serve public policy, 
which, for them, meant full employment, equity in the distribu- 
tion of income and an optimum distribution of productive re- 
sources—or, in the terms of Mr. Crowther’s Economics for Demo- 
crats, regularity, equality and efficiency. This method of ap- 
proach immediately reduced the size of the second obstacle, since 
it is notoriously easier to prescribe what kind of budgetary policies 
should be followed in given circumstances than it is to analyse 
out the quantitative effects of individual measures. Also, their 
method provided them with a static analysis of expenditure to 
accompany that of taxation and so, with the added doctrine that 
flexibility in taxation is to be preferred to manipulations of ex- 
penditure for stabilising employment, a reasonable unity of sub- 
ject-matter and analytical method was achieved. Both Pro- 
fessor Taylor and Professor Somers, however, have denied them- 
selves this way of escape from their difficulties by taking up posi- 
tive rather than normative attitudes to their subject. Professor 
Taylor does, in fact, shift his ground occasionally, but Professor 
Somers maintains an austere viewpoint throughout : 
“Government finance may be visualised as a powerful 
force which strikes the economy with considerable impact 
and spreads its effects through every sphere of production 
and consumption. It is difficult to visualise the magnitude 
of this impact. One method of approaching the problem 
is to follow through the points of contact of each instrument 


of government finance. A detailed consideration of these 
points of contact is the subject of this book as a whole” 


(p. 3). 
Each author tackles the obstacles noted in his own charac- 
teristic fashion, but neither successfully overcomes them. In the 
choice of aggregate analysis, Professor Taylor draws heavily 
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upon Hansen, using a simple, linear “leverage coefficient ” 
embracing both multiplier and acceleration principle, without 
much indication that thereby many things have been left unsaid. 
Few students who have read any trade-cvele theory will get very 
far here without feeling dissatisfi: _asy. Professor Somers, 
by contrast, provides a brilliant .urvey of contemporary trade- 
cycle theory, fully documented, with multipliers (six of them), 
acceleration principle, Ricardo effect and the rest. But while 
this will surely prove of the greatest use to the trade-cycle 
specialist, it seems to be of very limited worth for the practical 
matters in hand, and is altogether too much for the generai student, 
who wants only the main essentials. Thus, neither author pro- 
vides in this field that kind of finished answer, satisfactory to the 
expert yet simple enough for the tyro, which a good text-book in 
applied economics demands. 

Fault is likewise to be found with both authors regarding the 
general architecture of their books. Both break up their central 
material into its technical divisions of taxation, expenditure and 
debt. Both then appropriate the analysis of aggregates to 
“ expenditure,” leaving resource-allocation and income-distribu- 
tion to “ taxation,” and “debt”? something of a rag-bag (Pro- 
fessor Taylor’s rather the better). This is unsatisfactory. It is 
true that, by | his device, an amount of space can at last be given 
to expenditu.. comparable to that which has always been allotted 
to taxation; but the division depends on a false simplification. 
Data and type of analysis do not pair off in this easy fashion. 
To each type of government activity both price and aggregate 
theory must be applied: the same tax or item of expenditure 
which alters the savings—investment gap also affects the profits 
and losses of particular firms and industries and the net incomes 
of different individuals and classes. For each level of analytical 
investigation and in respect of each class of political objective, all 
three constituents of a public finance system, taxation, expendi- 
ture and debt, must be looked into. 

Now, in the case of aggregate analysis applied to employment 
policy, both authors do, in fact, recognise this. After dealing 
with the subject at length under the head of expenditure, each 
raises it again in his sections on taxation and debt, and each feels 
obliged, before the end of his book, to take it up once more under 
the unified head of “‘ budgetary policy ’’—Professor Somers pro- 
ducing a valuable survey of recent literature in the process. But 
the other elements in public finance, namely, income-distribution 
and resource-allocation, are not explored in this fashion. True, 
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Professor Somers undertakes an exhaustive, and in some respects 
novel, inquiry into tax incidence, but it is not very closely con- 
nected with the other parts of his book, and. the rest of his “ old ” 
public finance is a collection of more or less independent depart- 
ments. The same may be said of Professor Taylor. 

It is right that the ‘‘ new public finance ”’ should not just be 
tackec on to the older matter, but both these authors, it seems, 
are disposed to go to the opposite extreme. They would let it 
dominate their whole approaches to the subject. Other concerns, 
such as the reform of the tax system and the rights and wrongs 
of social insurance or consumer-subsidies, though they must be 
commented upon in a text-book, are left more or less in the air. 
Of course, such a single-minded attitude yields an integrated 
system of sorts. But it is not the integrated system upon which 
a pure theory of public finance would insist; and, on a’ severely 
practical plane, while it might be held to be appropriate to present- 
day issues in the United States, it certainly does not fit the whole 
of the current problem of the United Kingdom. In this country, 
as we have somewhat painfully discovered, the new purposes (and 
effects) of public finance do not oust the old. The art is in com- 
bining both, and the student ought not to be allowed to forget this. 


R. C. TREss 
London School of Economics. 


Taxes and Economic Incentives. By Lewis H. KrIMMe.. 
(Washington, D.C.: The Brookings Institution, 1950. 
Pp. 217 +x. $2-50.) 


THE object of this book is to discuss the effects of the main 
taxes levied in the United States on the supply of enterprise, 
capital and labour. Separate chapters are devoted to the 
Corporate Income tax, Personal Income taxes, Sales and Excise 
taxes, Property taxes and Payroll or Employment taxes. The 
concept of taxable capacity is discussed at some length, and 
suggestions are also made for rationalising the United States tax 
structure by such measures as dovetailing the Corporate and 
Personal Income taxes and tidying up some of the more anomalous 
provisions of the Capital Gains tax. 

Some of this discussion is extremely useful. It is particularly 
refreshing to see the outlines of the American tax system clearly 
without having to search through the usual fat tome. The 
author’s treatment of incidence is succinct, and yet he does list 
most of the pros and cons on such thorny topics as the shifting of 
the Corporate Income tax. 
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But in its main purpose “ to appraise the principal taxes now 
employed from the standpoint of their effects on economic in- 
centives ’’ the book cannot be judged successful. By leaning 
heavily on a questionnaire sent out to 1,000 business-men about 
the effects of various taxes on incentives, the author lays himself 
open to two major charges. The first is that he produces no 
evidence at all about the sampling properties of the inquiry. It 
may be that the 1,000 business-men questioned were selected by 
correct techniques of stratified sampling, and it may be that the 
200-odd who replied were a microcosm of the 800 who did not— 
but not a word is breathed about such points. Secondly, even if 
we are prepared to accept the statistical techniques without flinch- 
ing, it is surely naive to take the replies as they stand. How can 
the business-man possibly know whether State Sales taxes (p. 
136), rather than the host of other possible factors, have cut down 
his sales? How much reliance can we put on the business-man’s 
own analysis of his motivations? There is surely a strong pre- 
sumption that he will answer what he thinks he is expected to 
answer, possibly based on some dim recollection of what he 
learned at the Harvard Business School twenty years ago. And 
is it so malicious to suggest that, if he knows that answers to 
questionnaires from the Brookings Institution have a way of 
appearing in books and publications of various sorts, he may be 
tempted to use this free method of influencing public opinion 
about the inadequacy of depreciation allowances (p. 51). In 
short, the answers to a questionnaire of this sort may throw little 
or no light on the motivations of past or future courses of action. 

In the more theoretical parts of the book, there are a few 
peculiar omissions. Chapter I on ‘“ Taxable Capacity’ harks 
back to the sort of arguments produced by Lord Stamp and others 
in the 1920s, but does not mention Colin Clark’s empirical in- 
vestigation into taxation/National Income ratios, published in 
this JOURNAL a few years ago. Nor is it easy to see why the 
maximum tax/National Income ratio is necessarily higher in a 
rich than a poor country once the importance of the purely transfer 
nature of much government revenue and expenditure is fully 
recognised. A valid argument might be that in poor countries 
social services and transfer payments are not usually highly 
developed, and therefore people are not used to more than a small 
proportion of income being paid over to the Government—but 
this is not brought forward in the text. Then the discussion of 
depreciation allowances and inventory valuations for tax purposes 
is very superficial. The conventional journalistic arguments 














1950] LENGYEL AND BEECROFT: COST OF DISTRIBUTION 797 


about the inadequacy of tax allowances in times of rising prices 
are all produced, but there is no attempt to separate the wheat 
from the chaff by considering, for instance, the high rate of net 
investment in the post-war period and the consequential large 
additions to accumulated depreciation funds. 

Nevertheless, despite these omissions, the book may be found 
useful by readers as a quick summary of the present state of tax 
regulations and rates in the United States. 

A. R. PREst 
Christ’s College, 
Cambridge. 


The Cost of Distribution of Consumption Goods in Australia and 
Elsewhere. By 8. J. Lencyet and R. M. Bercrorr. (Uni- 
versity of Melbourne (London: Wadley & Ginn), 1949. 
Pp. vi + 184. 35s. 


In 1946 the University of Melbourne planned a series of 
publications dealing with the economics of distribution. The 
first of the series was the pamphlet Problems of Distribution in 
Australia, which dealt generally with the need for a Census of 
Distribution. This is the second publication, and here an attempt 
has been made to assemble the facts which will, the authors hope, 
be used as a basis of a third publication outlining a policy on 
distribution. The Faculty of Economics and Commerce of the 
University deserves every credit for encouraging research in this 
most complex and important sector of our economic life, and 
Messrs Lengyel and Beecroft have here provided us with a useful 
addition to the small library on this subject. 

In the first part of the book the authors discuss the problems, 
methods and costs of distribution, illustrating where possible from 
experience and data in Australia, the United Kingdom, the 
United States, Canada, South Africa and occasionally European 
countries. The second part of the book consists of studies of the 
costs of distribution of some twenty main groups of consumer 
goods. The costs considered are those of wholesalers and re- 
tailers giving where possible both mark-ups and operating costs, 
and in each instance presenting roughly comparable information 
from up to six countries alongside the data relating to Australia. 
War-time price-control orders in the different countries have been 
used as the main source, and these have been supplemented by 
published data from cost and census investigations in different 
parts of the world such as the returns of the Retail Distributors 
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Association in the United Kingdom, Dun and Bradstreet’s surveys 
in the United States and the Canadian Census of Merchandising 
Establishments. Some hitherto unpublished information based 
on the experience of Australian wholesalers and retailers is also 
presented, though unfortunately no indication is given of the 
nature of the samples taken. The years covered, for the most part, 
are 1939-45, using earlier data where available and relevant. 

The collection of this material from so many varied and, in 
some instances, unco-operative sources is evidence of the initiative, 
extensive research and knowledge of the authors, but the final 
result must be described as rather unsatisfactory. It is true, as 
Professor G. L. Wood suggests, in his Introduction, that research 
in distribution, like mining and exploration, is both exciting and 
frustrating. Every student of the subject knows these feelings, 
but in this instance the authors and publishers must be held re- 
sponsible for part of the frustration experienced when reading the 
book. 

The attempt to cover in 25,000 words in the first part of the 
volume practically the whole gamut of distributive questions from 
black markets to basing-point systems, from voluntary wholesale 
groups to fallacies of percentage margins, results, almost in- 
evitably, in disjointedness and oversimplification. While certain 
sections, for example that on manufacturer’s marketing functions, 
are well argued and show a very sound grasp of the pitfalls of the 
subject, other sections, often containing quotations and tables, are 
either misleading or so concentrated as to convey little to the 
reader. The “excitement,” for example, of reading and studying 
the section giving information and tables of the increase in em- 
ployment in the distributive trades in different countries turns 
rapidly to frustration when after only three short pages and with 
a number of questions in one’s mind about the comparability 
of the figures the reader turning the page finds himself plunged 
into a 500-word discussion of restraint of trade. The complica- 
tions of the subject and the inherent value of the research done 
deserved a smaller canvas and less-hurried writing. 

The second part of the volume is narrower in scope, and the 
studies read interestingly. But again more care in distinguishing 
clearly between the evidence from different countries and in 
giving in every case the operative dates of the various price orders 
would have greatly enhanced the value of the volume as a source 
book. 

Finally, reference must be made to the production of the 
volume. To speed up publication photographed typescript has 
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been used without, apparently, any proof reading whatsoever. 
A casual count has shown over fifty obvious errors in the text, 
including some of figures and references. When figures and 
extracts and tables from other publications form such an important 
part of the study such carelessness is almost inexcusable. Cer- 
tainly students wishing to use the data must be advised to check 
with the original sources. 
J. B. JEFFERYS 
National Institute of Economic and Social Research, 
London. 


Management Research in Retailing. By H. PaspERMADJIAN. 
(The International Association of Department Stores. 
(London: Newman Books), 1950. Pp. xii + 177. 16s.) 


THE activities of the International Association of Department 
Stores—a society for management research—are little known in 
this country, and this volume by the Secretary of the Association 
is of value in going some way towards filling this gap. 

The Association, founded in 1928, was one of the many scientific 
management research groups of both national and international 
flavour which sprang up in Europe in the somewhat hot-house 
conditions of the middle and late twenties. The best known of 
these was the International Management Institute of Geneva. 
But in the stormy economic and political climate of the thirties 
acts of faith—and Dr. Pasdermadjian suggests that any initiation 
of research implies an act of faith—were rare, and the International 
Association of Department Stores is practically the only body 
that has a record of continuing membership and activity since the 
optimistic days of the twenties. 

The reasons for this success are many. One factor was the 
relatively limited scope of the Association. In twenty years’ 
history the maximum number of members has been ten and the 
minimum, at foundation, four. At present the membership 
numbers eight, drawn from that number of European countries. 
No British store is now a member, though both Messrs. School- 
bred and Harrods have been associated with the work. The small- 
ness of numbers arises from the deliberate policy of restricting 
membership to one store from each country, in the belief that the 
essential frankness and openness could be secured only if no direct 
competition existed between the firms. But without delving 
further it is obvious that the success of the Association was 
primarily due to the fact that it fulfilled a need and assisted mem- 
ber firms to operate more efficiently and profitably. 
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An appreciation of this is gained from the interesting descrip- 
tion of the method of operation of the Association. Bi-annual 
meetings of top executives were followed, as confidence in the 
Association grew, by meetings of research managers, controllers, 
merchandising, sales promotion, store and personnel managers. 
Particularly important and instructive were the so-called critical 
store visits, when the chief executives of all the member firms 
visit one of the firms and make an on-the-spot investigation lasting 
several days with the object of offering suggestions to the firm as 
well as learning themselves. Regular statistical exchanges, and 
with them the hammering out of standards of comparison, have 
been a major activity, and in this connection the list of physical 
operating standards and financial operating standards given on 
pp. 38-9 is of considerable interest and value. 

Less satisfactory from the angle of judging the actual success 
of the Association is the account of the work done. A con- 
siderable section is devoted to a discussion of the general prin- 
ciples of scientific management and of the improved methods 
of organisation introduced by member firms. This discussion is 
far more readable and realistic than most outlines of the subject, 
though even here we get a measure of the usual pontifical quota- 
tions, jargon and mumbo-jumbo about functions, sub-functions, 
co-ordinate contacts and such like cheek by jowl with detailed 
suggestions which make the reader think he has stupidly missed 
some hidden problem. On page 101, for example, we are solemnly 
told : 

“The daily number of visitors is easily determined by 
having a recording meter at each entrance. The total 
number of visitors in the store can be obtained by posting at 
each entrance an additional checker, recording the number 
of visitors leaving the store. At any given time the differ- 
ence between the totals of the observers recording the 


entrances and the totals of those recording the exits gives the 
total number of customers who are in the store.” 


These irritations would be of minor significance if the reader 
was told what happened next and was given facts and figures ; 
if he were told exactly what effect the introduction of functional- 
isation had on the buying and selling policy and on the results of 
a firm, or, after a check has been made on the numbers in a store, 
to what specific use and with what results was the information put 
by different stores at different times. The answers to these and the 
many other questions that arise no doubt lie in the archives of the 
firms or at the Association office, but a great opportunity would 
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appear to have been lost of going beyond generalisations on 
scientific management to a detailed assessment of the results of 
the use of different techniques and programmes in varied settings. 
The historian and the economist will also regret that no indication 
is given of what twenty years of changing economic conditions 
have meant in terms of organising, capital, merchandising and 
labour policy (though there is a revealing hint that less attention 
was paid to scientific management principles during the recent 
sellers market (p. 81)) or whether the experience of the Associa- 
tion provides any answer to the suggestion that department stores 
have reached the limit of their expansion. 

The need for secrecy regarding actual trading practices and 
results and the smallness of the sample may have precluded the 
author from attempting these tasks. And within the limits in- 
dicated Dr. Pasdermadjian has given us a most useful and readable 
handbook on scientific management in retailing and on the prob- 
lems of mutual international help on business problems. But 
a plea can be made for the publication at some future date of 
economic and statistical case histories of these pioneer firms to 
enable a clearer judgment to be made of the workings of scientific 
management and the trends in retail trading in different countries. 

J. B. JEFFERYS 
National Institute of Economic and Social Research, 
London. 


Price Control. Government Intervention or the Free Market ? 
By F. R. J. Jervis. (London: Hutchinson’s Scientific and 
Technical Publications, 1949. Pp. 224. 12s. 6d.) 

Individual Firm Adjustments Under OPA. By 8. 8. MoMituan. 
(Bloomington, Indiana: The Principia Press, 1949. Pp. 
xv + 256.) 


Durine the last ten years immense experience has been 
gained in the administration of price control in many different 
countries, and a detailed study of the economic effects of the 
various measures would be of great interest. Although Mr. 
Jervis and Dr. McMillan are both concerned with aspects of this 
subject, neither has attempted to grapple closely with the major 
economic issues raised by the policy. Still, their books are useful, 
and it would be ungracious to criticise authors who have had 
certain purposes in mind for not having written with different 
intentions. 

Mr. Jervis covers a very wide field in his little book. After 
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a brief exposition of the functions of the free market price, he 
proceeds rather breathlessly to survey the extensive region in 
‘which its operation is now subject to some form of control. 
Government intervention in the price policy of public-utility 
enterprises, the regulation of commodity prices by associated 
producers, Government control over retail prices and rents, the 
substitution of bulk buying by the State for private trading in 
the commodity markets and Government restrictions upon 
private profits, all these come under review. The main facts are 
concisely set down, and the consequences of the departure from 
the principles of a free pricing system are clearly expounded. 
The wide range of topics with which Mr. Jervis deals leaves him 
little opportunity for probing deeply into the operations of these 
controls; but his book should be useful for the general reader or 
elementary student who wishes to inform himself of the nature and 
extent of Government interference with market processes during 
recent years. 

Mr. Jervis writes as one who abhors the controls that he 
describes, and his book is in the form of a polemic rather than of a 
survey. This gives forcefulness to his exposition; but he some- 
times does less than justice to the practical difficulties which led 
to the imposition of the controls. For instance, even though one 
may accept most of his criticisms of retail price control, one is left 
unconvinced that its effects have been wholly mischievous. In 
the first place, it is misleading to ignore the part that price control 
may play in checking the development of the wage-—price spiral, 
and a realistic treatment of the subject requires a direct approach 
to the question whether the unfortunate effects of price control on 
the disposition of resources and on production outweigh the 
probable consequences of uncontrolled inflation. It is easy, but 
not very helpful, to argue that the reduction of the inflationary 
pressure is the proper solution. In the context of general econo- 
mic policy this may be true enough; but what one really wants to 
find in a book on price control is a discussion of whether price 
control, given the inflationary situation, is on balance beneficial. 
In the second place, it is impossible to understand the working of 
price control in this country during and immediately after the war, 
unless one realises that it was merely one part of a system of 
controls, each of which reinforced the other. During the last two 
or three years the price-control machinery has operated with 
growing difficulty because many other controls, formerly asso- 
ciated with it, have been abandoned, and price control has been 
left to perform tasks beyond its powers. 
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Dr. MecMillan’s book is of a very different type. The author 
was a prominent member of the Office of Price Administration 
during the war, and in the light of his experience he has reviewed 
the administration of what was called in the United States 
“individual firm price adjustments ”’ as distinct from “ general 
or industry-wide actions.” In the United States, as in this 
country, the general measures included the imposition of “‘ price 
freezes,’ the issue of orders which laid down maximum cash 
prices or margins, and the provision of “formulas” by which 
sellers could calculate the maximum legal prices of their goods. 
These general measures, especially those that fell under the first 
two heads, sometimes led to hardships for individual firms, or 
seriously interfered with the supply of essential commodities. 
So, in order to introduce flexibility into the price-control system, 
it was necessary to set up machinery for dealing with the prices 
of particular firms in cases where the general “ ceilings’ were 
inappropriate. Inthe United States an elaborate organisation was 
created and a body of rules worked out for handling these cases, 
and Dr. McMillan’s book is mainly concerned with a detailed 
examination of this part of the price-control system. In Great 
Britain this problem was normally dealt with by the issue of 
directions, under the various Price Control Orders, to individual 
firms. What surprises the English reader is the vast number of 
“individual firm adjustments ” found necessary in the United 
States; the author estimates that up to June 1946 there were 
over 100,000 cases and that 55,000 of these were handled in less 
than two years. The problem at no time assumed anything like 
this prominence in Great Britain, and the striking contrast 
between the experience of the two countries in this respect doubt- 
less depended partly on differences in methods of price control and 
partly on differences in the economic conditions with which the 
administrators of the policy were confronted. 

Dr. MecMillan’s account brings home to the English reader, 
first, that at the centre of government the functions of price 
control were much more highly concentrated in the United States 
than in Great Britain, where during the war they were shared 
among many Government Departments, and second, that greater 
administrative discretion was given in the United States than here, 
especially in connection with the delegation of authority to “ field 
offices.”” The author is satisfied that price control played an 
important part in checking inflation; but his analysis of economic 
consequences is not carried very far, and his book throws more 


light on the administrative problems than on the perplexing 
No. 240.—VOL. Lx. 3F 
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economic issues raised by the policy. Nevertheless, he has made 
a useful contribution to the economic history of the Second 


World War. 
G. C. ALLEN 


University College, 
London. 


Die Selbstregulierung der Zahlungshilanz. By Emm Kutne. 
(St. Galler Wirtschaftswissenschaftliche Forschungen, Band 
5.) (St. Gallen: Verlag der Fehr’schen Buchhandlung, 1948. 
93”. Pp. x + 256. S. fr. 25.) 


Two thoughts struck the reviewer on laying down this book. 
The first was that contemporary theory has remarkably little 
to say on the way in which the level of prices is related to the level 
of employment. In multiplier-analysis the conventional assump- 
tion is that prices are constant, at least until full employment is 
reached. Until it is, incomes have to bear the whole strain of 
domestic and international adjustment; thereafter price-move- 
ments take over. The formal theory of the way in which the 
two co-operate is, to say the least, somewhat sketchy. 

The second thought (largely prompted by a series of discus- 
sions with Dr. J. 8. Pesmazoglu) was that imports are too fre- 
quently treated as though they were simply “ induced ”’ items, 
depending passively on the level of income in the importing 
country. This may be a legitimate way of looking at imports of 
consumers’ goods, but imports of investment goods (which com- 
prise quite a large proportion of total imports in the real world) 
are surely as autonomous as investment itself. Whether they 
are most conveniently regarded as depending on the level of 
income, the rate of change of income, the expected rate of profit 
or something quite different is a question not yet settled. But it is 
beyond dispute that increased imports, far from being a mere 
“leakage ’’ from the circular flow, often constitute an essential 
pre-requisite for increased investment. The history of E.R.P. 
bears ample witness on this point. 

These are criticisms of contemporary theory rather than the 
book under review. Indeed, Dr. Kiing has threaded his way with 
rare skill through the many difficulties which inevitably beset 
anyone trying to give a reasonably complete account of the 
working of the balance-of-payments mechanism in an uncon- 
trolled economy. He expresses few views of great originality ; 
but his touch is uniformly sure, and—whether he is describing the 
idiosyncracies of the classical gold standard or the complexities of 




















1950] FOSSATI : RICEROHE SUI CONTRIBUTI INGLESI 805 


currently fashionable multiplier-analysis—his exposition is ad- 
mirably lucid. Among professional economists theoretical vir- 
tuosity is all too often coupled with a startling naiveté, but Dr. 
Kiing is refreshingly free from illusions about the remoteness from 
reality of much of the formal theory he elucidates. His book can 
be warmly recommended to anyone with a reading knowledge of 


German. 
J. DE V. GRAAFF 
St. John’s College, 


Cambridge. 


Ricerche sui contributi inglesi alla teoria della moneta. By ERALDO 
Fossati. (Florence: Casa Editrice Del Dott. Carlo Cija. 
1940, Pp. 263.) 


Tuis, the first volume of a study of the development of British 
monetary theory between 1797 and 1844, covers the years from 
1797 to 1811. From the theoretical standpoint this earlier period 
is in many ways more interesting and important, and has been 
less closely studied, than the later period which led up to the 
passing of the Bank Act of 1844. 

Professor Fossati attributes the main credit for establishing 
the theory of money and bank credit on sound lines to Walter 
Boyd, Henry Thornton, Lord King and John Wheatley, all of 
whom wrote books or pamphlets of outstanding merit between 1800 
and 1803. It was these writings which formed the basis of the im- 
portant Report of the Parliamentary Committee on monetary 
conditions in Ireland, which was published in 1804, and which 
anticipated in matters of fundamental doctrine so much that 
appeared six years later in the far more widely known Bullion 
Report of 1810. He says of the Irish Report that— 


“it is of great value for the theory of money as it confirmed 
principles which had been enunciated in recent writings. The 
depreciation of money as indicated by the rate of exchange 
and the high price of gold; the quantity theory established 
to clarify the relation between money and prices; the mech- 
anism of the exchanges, with the determination of the limits 
of fluctuation under conditions of convertibility; the 
balance of payments as one of the elements influencing the 
exchanges; deflation as a means of raising the value of 
the currency in circulation—these are henceforward principles 
which have been acquired by economic science within the 
brief space of four years.” 


He also accords high praise to the work of Leslie Foster (1804), 
William Blake (1810), and, for certain important aspects of the 
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effect of credit upon prices, to Dugald Stewart (1811). In 
general, he holds that the originality of Ricardo’s contributions 
to monetary theory has been exaggerated by subsequent writers. 
As only one example of this, the purchasing power parity theory 
of the exchanges was formulated for the first time by John 
Wheatley, several years earlier than Richardo’s own contributions 
on the subject. In certain respects the work of Ricardo was less 
creative and indeed less far-seeing than that of some of his 
immediate precedessors and contemporaries. 

Professor Fossati has made a very useful addition to the 
literature of the history of economic doctrine in the special field 
of monetary theory. His book is well and clearly written, and 
the extracts from the writings of the period are excellently 
chosen. His own critical comments add appreciably to the value 
of the work. 


St. John’s College, 
Cambridge. 


C. W. GuILLEBAUD 


The United States and the Restoration of World Trade. An 
Analysis and Appraisal of the ITO Charter and the General 
Agreement on Tariffs and Trade. By W. A. Brown. (Wash- 
ington D.C. : The Brookings Institution, 1950. Pp. xiii + 572.) 


Tue purpose of this study of the I.T.O. Charter and of the 
General Agreement on Tariffs and Trade is “‘ to examine these two 
international instruments, to trace their historical origins, to 
clarify and explain their provisions, to place them in their con- 
temporary setting, and to evaluate them as instruments of United 
States foreign economic policy.”’ This last part of the study, in 
which the author gives reasons for his personal view that the 
United States should ratify the I.T.O. Charter, comprises only a 
small part of the total. Some 170 pages (nearly one-third of the 
book) are devoted to an appendix containing the text of the 
Charter, with minor omissions and verbal changes, re-arranged in 
a@ manner intended to facilitate its detailed study. The text 
consists mainly of a painstaking, factual analysis of the historical 
origins (including a long account of the negotiations in London, 
New York, Geneva and Havana), of the exceedingly complicated 
provisions of the Charter and of the General Agreement, of their 
relation to each other and to the United Nations machinery, and 
of the legislative and administrative action required by the United 
States if the Charter is ratified. 

Since the author does not shirk detail, the book is necessarily 
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long, somewhat repetitive and at times heavy going. But it 
undoubtedly helps the reader to a proper understanding of the 
basic documents. It shows the significance, which might other- 
wise be misunderstood or overlooked, of particular words and 
phrases, often adopted only after long debate. The account of 
the negotiations will be of particular interest. The author was 
an Official of the Department of State when the ideas that led to 
the negotiation of the Charter were first being developed, and he 
attended the Geneva and Havana conferences as an observer for 
the Brookings Institution. He has also worked through the mass 
of documents available at U.N. Headquarters relating to the 
negotiations. ‘The summary he gives of the discussions will be 
of considerable use to the student of the Charter. His sorting 
out of the main issues raised and his listing of the arguments used 
by different countries provide raw material which may prove 
stimulating to the international trade theorist. His account 
illustrates the difficulty of reconciling divergent philosophies and 
the interests of some fifty sovereign states without fatally weaken- 
ing the resulting agreement. He does not fail to emphasise the 
departures from liberal trading principles contained in the Charter 
to suit United States requirements, in particular, the “‘ compre- 
hensive provisions for special treatment of trade in agricultural 
products, which would allow the U.S. as a member of the I.T.O. 
to continue its agricultural two-price system.”’ A recurring theme 
in the book is indeed the “ basic conflict ’”’ between United States 
foreign and agricultural policy. 

There is an interesting account of the experience to date of 
G.A.T.T. Quite apart from negotiating reductions in trade 
barriers, the contracting parties have been called upon to deal 
with a considerable number of special problems, including com- 
plaints by Cuba about the reduction of preferences granted by the 
United States, by Czechoslovakia about United States export 
restrictions, by France about Brazilian consumption taxes, by 
Pakistan about discriminatory internal taxation in India, by the 
United States about import regulations in Cuba, and applications 
from Brazil for permission to withdraw tariff concessions, from 
Ceylon and other underdeveloped countries for permission to 
impose or retain quantitative import restrictions for economic 
development, from the United States for permission to grant new 
preferences to the Marianas, Caroline and Marshall Islands (an 
application criticised by the author). Some of the decisions made 
may be taken as precedents by the I.T.O. if it comes into being. 
The author concludes that the experience of G.A.T.T. “ proves 
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the usefulness of an international forum in which countries work 
out problems relating to commercial policy under agreed rules 
and procedures.” 

In a final chapter the author discusses four main courses of 
action open to the United States if the Charter is rejected. One 
would be a return to bilateral negotiations under the Trade 
Agreements Programme, and another the use of G.A.T.T. as the 
principal instrument of United States commercial policy. A 
third would be an attempt to re-negotiate the Charter to secure 
a better document from the United States point of view; the 
author is rightly sceptical of the possibilities. A fourth would 
be resumption of full freedom of action ; here the author describes 
a school of thought in the United States that would seem to 
advocate ‘‘ an aggressive trade war against all countries that do 
not accept ‘ liberal-capitalist ’ ideas and methods.” 

But there is little language of this type in the book. It is 
almost wholly a sober, factual analysis. The reader must not 
expect to find in it a full treatment of all the puzzling problems 
of international trade that have been raised in recent years; 
certain issues that have aroused considerable controversy are 
hardly mentioned. The book is of value mainly as “ a permanent 
and definitive record of the most comprehensive series of inter- 
national economic negotiations ever undertaken.”’ 

G. D. A. MacDoveaLi 
Wadham College, 
Oxford. 


Human Behaviour and the Principle of Least Effort. By G. K. 
Zie¥. (Cambridge, Mass.: Addison-Wesley Press, 1949. 


Pp. x +573. $6.50.) 


Dr. Zier, in this “ Introduction to Human Ecology ” maintains 
that in human organisation and behaviour a distribution of values 
is frequently found such that the highest to the lowest values 
follow one another in series according to a particular formula. 
This formula, which is one of harmonic progression (or rather 
degression) type, ¢.g., 100, 50, 334, 25, 20 . . ., holds when items 
are ranked in order of magnitude. It applies, according to Dr. 
Zipf, to such diverse phenomena as individual’s incomes (where he 
claims to correct the Pareto formula), the largest cities of a country 
ranked in the order of their population, industries ranked in order 
of their number of establishments and words ranked in order of 
the frequency of their use, even (pp. 25 ff.) by James Joyce. 

Up to this point we can follow Dr. Zipf, though verification 
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would be easier if he gave more names, times, places and figures 
instead of graphs. Undoubtedly there are certain distribution 
formule followed by human organisation and events; the normal 
Gaussian distribution is one. But where we cannot follow him 
is in supposing the harmonic distributions he has disclosed to be 
in some special sense unique, nay, almost mystic in quality; or 
always to depend on a principle of least effort. 

Dr. Zipf’s data are mainly of the type where the frequency 
distribution is positively skewed, that is to say there are only a 
few items with large values but many with small. There are, 
for instance, few very large towns but many small towns and 
villages; a few industries with very many plants, many with only 
a few; and, of course, few rich men and many poor. 

The double logarithmic charts comparing theory and empirical 
data look convincing, because points are placed in order of their 
magnitude, largest first from left to right. The curve is therefore 
bound to slope downward to the right. And the points farthest 
to the right, where values are small and items many, will show 
by this very bunching a strikingly continuous curve. 

The particular interest of Dr. Zipf’s book to an economist is 
the extreme ‘“‘ economic man ”’ interpretation he uses to explain 
his series. His argument summarising the distribution of 
economic power and social status in terms of income and wealth 
(on p. 500) is that “a person is always economical, and that it is 
always economical for a person to procure some one else to do his 
work for him.” It is difficult to pin down Dr. Zipf to a precise 
application of his theory, but one gathers that a bureaucratic 
élite gets an inferior class to do its work at a lower income, that 
class in turn a sub-inferior class, till the process of delegation and 
exploitation at lower and lower wages reaches the bottom sub- 
sub-sub pariah class. There is thus a succession of income levels, 
for some reason harmonic in series. This succession also appar- 
ently applies to incomes and the wealth of groups and institutions, 
e.g., the assets of corporations. 

Economic and political status certainly presents the hierarchical 
principle of the greater the fewer, the humbler the more frequent ; 
but whether the humbler always increase precisely on the Zipfian 
formula and if so, why, remains still to the reviewer an open, 
though certainly interesting, question. The answer worked out in 
this book is perhaps something more than just a mystique or a 
King Charles’ head and may incidentally prove useful. The 
non-Gaussian, highly skewed distribution is fairly frequent in 
economic behaviour. Besides Zipf’s instances there are the 
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shareholdings in Joint Stock Companies; the sizes of factories 
in any one industry or manufacturing generally; the sizes of 
localised production centres in any industry. Here averages and 
deviations from average are of little significance, if not positively 
misleading, and other methods must be found of summing up 
the general level, the degree of variability and the shape of distri- 
butions. The harmonic series, with its relatively thick long 
tail, certainly resembles the shape of much human behaviour 
and organisation. Comparison of observed facts with some 
theoretic series of this type used as a standard may well bring 
order, perspective and analysis into what are now mere detailed 


descriptions. 
P. SARGANT FLORENCE. 
University of Birmingham. 


Teoria de la Politica Social. By Manuet DE Torres. (Madrid : 
Aguilar, S.A. de Ediciones, 1949. Pp. xxiv, 314. 80 
pesetas. ) 


In his prologue Professor Torres tells us that he has sought in 
the Theory of Social Policy to discuss the economist’s contribution 
to formulating the ends of social policy and to analysing the 
means whereby they may be attained. As regards the goals of 
policy, he considers that decisions here should be left to the 
political authority guided by current sentiments and opinions. 
For all that, Professor Torres does have in mind a very definite 
aim for social policy: the redistribution of income. Indeed, 
policy is “social”? for the most part where it involves some 
redistribution of income. Nonetheless, while the book centres on 
this problem, we are not told how great a redistribution is envis- 
aged. A movement of income towards entrepreneurs is con- 
sidered to be bad, and one towards wage-earners good. 

The yardstick whereby Professor Torres measures the re- 
distribution effect of a policy is its impact on profits. In conse- 
quence, his macro-economic theory of profits has a crucial rdle 
to play. Profits are held to be equal to investment minus savings. 
The basic assumption underlying this conclusion is the rather 
odd one that the outlay of entrepreneurs as a whole consists of 
payments for capital and labour used in the consumption-goods 
industries only. Unfortunately this assumption is not discussed ; 
and, indeed, it appears to be at variance with Professor Torres’ 
useful exposition of the real and monetary flows in the economy. 
The subsequent chapters contain, for the most part, discus- 
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sions of different policies in the light of their effects on distribution. 
Thus in the chapter on full employment, Professor Torres briefly 
outlines the difficulties of defining full employment and then 
proceeds to discuss full-employment policies and redistribution. 
Policies stimulating investment raise employment, but they also 
raise profits—savings being assumed to remain constant or to 
rise less than investment. This increase in profits is interpreted 
as indicating a shift of income towards entrepreneurs. Thus 
efforts to raise employment through stimulating consumption are 
considered to be best, although much will depend on current 
circumstances. 

This conclusion as to the compatibility of redistribution and 
full-employment policies is used to support the advisability of the 
former. The argument is that measures for redistribution can 
be used to stimulate employment, and that full employment 
ensures maximum production. There is, however, no discussion 
of incentives and productivity. 

Professor Torres sets out carefully the various forms of 
redistribution and discusses the means for achieving them. There 
is, first, qualitative redistribution which involves direct control 
of consumption. This raises the great issue of how far the State 
should go in curbing the individual’s freedom, but unfortunately 
he considers this to be beyond his terms of reference. Functional 
redistribution is carefully examined, but is not favoured, as it 
shifts income from class to class and not necessarily from rich to 
poor. Lastly, there is quantitative or personal redistribution. 
Professor Torres probes carefully into the causes of personal 
inequality of incomes, but he does not examine so thoroughly the 
ways of changing this inequality. 

This concludes the general section of the book. In the second 
part, there are a number of chapters on various aspects of social 
policy: wages policy, the financing of social security, profit- 
sharing schemes and agricultural policy. These chapters contain 
much that is of great interest, but one may perhaps be justified in 
being hesitant about some of the author’s more precise conclusions 
on such complex problems. Thus there is much truth in the 
assertion that a general rise in wages benefits entrepreneurs only ; 
but assumptions should be made more clear. The examination 
of the various means of financing social-security measures is a 
careful essay on a difficult subject; but can we really be as certain 
as is Professor Torres on the difficult problem of the incidence of 
taxation and of other special levies? On the other hand, there 
is a most interesting chapter on the vicissitudes of the profit- 
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sharing movement on the Continent; and a brief but informative 
sketch of the structure of Spanish agriculture. 
A. D. Knox 


The London School of Economics. 


New Worlds Emerging. By Eart Parker Hanson. (London: 
Gollancz, 1950. Pp. xx + 385. 16s.) 


Mr. Hanson is by training an engineer, but by experience 
and inclination he is a geographer who has acted as expert con- 
sultant and explorer in several tropical and arctic regions. On 
the basis of these experiences, he sets out enthusiastically to refute 
the assertions of “‘ academicians ’’—soil scientists, geographers, 
meteorologists and agronomists—that these frontier zones are 
unfit for white settlement. With a wealth of illustration, he 
points out repeatedly that shortages of labour (white or coloured) 
and capital, not climatic factors, have inhibited development in 
the past; wherever these shortages are remedied, there are ‘‘ new 
worlds emerging.” 

This early part of the book, which sweeps from continent to 
continent surveying agriculture in the Arctic, settlement in the 
rain-forest and industrialisation in the Caribbean, makes fascinat- 
ing reading. But Mr. Hanson believes other experts to be in 
error, and he undertakes to answer the prophets of secular stag- 
nation as well as those “‘ Neo-Malthusian Jeremiahs ”’ who foresee 
a future ruined by an exhausted and over-populated land. The 
new worlds emerging, he believes, provide both outlets for the 
savings of mature economies and overflow areas for the excess 
workers of densely populated countries. 

Against secular stagnation he presents a convincing case. In 
all areas he distinguishes three historical periods : first, primitive 
agricultural quiescence; then colonial-imperial growth (during 
which foreign investment is applied extensively in the hope of 
high remitted profits); and finally advanced industrialisation 
(financed by intensive foreign and home investment, protected by 
tariffs and nationalistic controls and accompanied by secondary 
and tertiary enterprises). In this third period it is necessary to 
educate both native labour and foreign investor, the former in 
techniques and government, the latter in concepts of decent 
treatment of coloured labourers and respect for their institutions. 
Although Mr. Hanson shows an unfortunate inconsistency in his 
attitude to exploitation, blessing it in Siberia and Liberia, and 
cursing it in Puerto Rico and the Amazon, it is not difficult to 

















1950] DAVIE : NEGROES IN AMERICAN SOCIETY 813 


share his faith that there need be no secular stagnation for the lack 
of new frontiers. 

His direct replies to the Malthusian hypotheses of Vogt and 
Osborne are not so convincing. These writers have earnestly 
advocated widespread birth control and wholesale soil-conserva- 
tion measures to prevent an otherwise inevitable future coinci- 
dence of swollen populations and land exhaustion. While each 
of the areas discussed by Hanson has interesting possibilities for 
expansion, he has not shown that taken together they can produce 
enough food or support enough immigrants to prevent the disaster. 
For example, his enthusiastic description of the Amazon basin is 
punctuated with damaging admissions of its limitation to cattle 
and forest cultures—hardly scope for the support of large popula- 
tions; while his chapter on Alaska certainly fails to carry con- 
viction that this territory can support the ten million persons one 
of his sources claims. Northern Canada is not discussed, and the 
economic arguments about Africa hang by analogy with his 
Liberian experiences, and seem to depend on his peculiar con- 
viction that alternative sources must be found for the raw materials 
produced in the British Empire. The optimistic suggestion that 
our century parallels the age of exploration of the fifteenth and 
sixteenth centuries violates the caution and consideration he 
recommends to other specialists. 

Mr. Hanson’s book is an enjoyable onslaught on long-cherished 
myths about the rigours and impossibilities of settlement in the 
non-temperate zones, and a stimulating sketch of the maturing 
industries of the tropical states. While his counterblast to the 
Malthusian prophets does destroy part of their flimsy argumenta- 
tive structure, it does not provide the needed point-by-point 
evaluation of the confused pictures of uncurbed population growth 


and resource exhaustion. 
A. D. Scorr 
Department of Applied Economics, 


Cambridge. 


Negroes in American Society. Maurice R. Davie. (New York 
and London: McGraw-Hill, 1949. Pp. ix + 542. 38s. 6d.) 


Tuts is an excellent survey by a leading American sociologist 
of what may be termed the “ Condition of the American Negro 
Question ” in all its ramifications. The American Sociologist, 
social worker and administrator—as well as the American states- 
man—can take great credit for the thought and the care he has 
lavished on this problem during the past generation, and for the 
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results in terms of better standards of living and of behaviour 
which are now beginning to emerge. These facts are not as well 
known as they should be in this country, and a work of reference 
in which they are contained in a small compass has a special value 
to the British reader. 

The bulk of Professor Davie’s work is devoted to historical and 
sociological analysis of the position of the Negro in American 
Society. On such subjects as the Family, Education and Housing 
it provides an excellent summary of the available information and 
of the conclusions of contemporary authors. The book also 
contains a temperate but unflinching account of much more 
explosive topics, such as lynching and Jim Crow Legislation. 
It is well informed (save in a brief passage relating to the West 
Indies) and accurate. Moreover, the author has obviously 
identified himself with the Negroes in his own community and 
seeks at every turn to point out the most suitable paths towards 
further progress. 

It is, therefore, very reassuring that Professor Davie’s con- 
clusions as to future probabilities are, on the whole, optimistic. 
The Negro has been steadily gaining in political power during the 
present century, and the Supreme Court has given more and more 
attention to redressing his grievances. Improvements in social] 
attitudes are evidenced by gainswhich have been made in education 
and in employment and by the social recognition which leading 
Negroes are steadily acquiring for themselves. The policies of 
the enlightened Trade Unions and of the C.I.O. are, indeed, in the 
direction of the complete elimination of the ‘‘ Negro Problem ” 
in the industrial field. Even in the South, Professor Davie con- 
cludes that the trend in race relations is ‘towards equalisation 
within the framework of segregation.” So far as his standard 
of living is concerned, the Negro has benefited by the general 
improvement which has taken place in recent years from South 
to North, from agricultural to industrial employment and from 
countryside to town. 

The keynote of Professor Davie’s treatment of the whole 
subject is, indeed, that the future may be faced with confidence 
if attention is concentrated on the improvement of the social 
framework rather than on moral exhortation to humanity and 
over-emphasis on guilt, particularly of the Southern variety. 
The diminution of the Negro’s poverty gives him an excellent 
illustration of this theme because the “ significant trend in South- 
ern regional planning is that of improving the conditions of all the 
people together. . . . A long-term programme of industrialization 
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and improvement of facilities for communication and mobility 
might well do more to reduce hostility between Negros and whites 
in the South than the most elaborate attempts at education and 
propaganda.” 

Professor Davie, therefore, criticises the appeal which Dr. 
Myrdal made in An American Dilemma to individuals to amend 
their values and attitudes. This, he argues, involves the fallacy 
that the Negro problem is primarily a moral rather than a social 
issue and underestimates the importance of the irrational in 
human behaviour. The problem is, in his analysis, rather to 
readjust the institutional structure of society so as to make it 
more difficult for the ordinary man to adopt two conflicting codes 
of behaviour in relation to his White and Negro fellow citizens, 
as the Southern visitor to the North finds it possible to do only 
too easily. The“ direct’”’ approach is attractive because it seems 
to make it possible to “‘ get something done now ’’—the “‘ indirect,”’ 
operating through such expedients as Fair Employment Practices 
legislation, takes longer to produce an obvious result, but it is 
the method which “ sticks.”” We have much to learn from analysis 


of this kind in the British Empire. 
T. S. Simey 


The University, 
Liverpool. 


Backwood’s Utopias: The Sectarian and Owenite Phases of Com- 
munitarian Socialism in America: 1663-1829. By A. E. 
Brsstor. (Philadelphia: University of Pennyslvania Press 
(London : Geoffrey Cumberlege), 1950. Pp. 288. 28s.) 


FRANCES TROLLOPE in her Domestic Manners of the Americans 
(1832)—she had gone out as the advance guard of her husband’s 
Bazaar, ‘“‘ Trollope’s Folly,” as it came to be known in its Eden 
of Cincinnati—draws three unforgettable pictures : the lecture cf 
her feminist frieud, Miss Wright of Nashoba, a revivalist camp 
meeting in the forest by moonlight, and the debate at Cincinatti 
in the early summer of 1829 between “ Mr. Owen of Lanark New 
Harmony and Texas ” and the Rev. Mr. Campbell— 


‘Never did any one practise the swaviter in modo with more 
powerful effect than Mr. Owen. The gentle tone of his 
voice; his mild, sometimes playful, but never ironical 
manner; the absence of every vehement or harsh expres- 
sion; the affectionate interest expressed for “the whole 
human family ”; the air of candour with which he expressed 
his wish to be convinced if he was wrong, if he indeed were 
so—his kind smile—the mild expression of his eyes—in 
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short, his whole manner, disarmed zeal, and produced a 
degree of tolerance that those who did not hear him would 
hardly believe possible.” 


It is with this Owen that Professor Bestor is concerned and in par- 
ticular with the five years which he spent in America from Novem- 
ber 1824 to the summer of 1829, advocating ‘“‘ Communitarian 
socialism ” and establishing the Community of New Harmony in 
Indiana on land which after a whirlwind tour of applauded lectures 
in the East he purchased from Father Rapp on January 3, 1825. 
Thus Harmonie of the Rappite became New Harmony of the 
Owenites—or Disharmony as it was jeeringly called ere long. 

We on this side of the Atlantic find the Owenite literature 
sufficiently heavy, whether we are of the old school nurtured on 
the Foxwell Collection or the new generation that can consult 
the private papers in Holyoake House, Manchester. But when 
Owen is related to community history, the birth of the idea, the 
pre-Owenite and the rival communities in America and the five 
years of New Harmony itself, the literature on the American side 
alone is enormous; and that one scholar could master both 
fields, as our author with his elaborate documentation clearly has 
done, is a testimony to high scholarship. 

There is, I fancy, no man about whom more biographies, or 
central chapters, have been or will be written: no man who is so 
woven into the fabric of social history as this leader and lawgiver 
of the New Industrialism ; and it is because he was both that he 
is of more enduring importance than Fourier. Industrial Manage- 
ment, factory laws, consumer’s co-operation, labour exchanges, 
mutuality, trade unionism, juvenile and adult education, religious 
toleration, the sociology of environment, the economics of town 
and country life : each of these great topics of world-wide interest 
draws on the Owenite fountain. What the American experience 
proves is that a great idea can survive defeat. He returned to 
England, his fortune mostly gone, only to be more powerful than 
ever—not that he kept his failure quiet, he went on to repeat it 
in England—to be in fact the spiritual core of the urge to volun- 
tary economic association in a world tyrannised by individualist 
excess. For he preached at bottom neither revolution nor 
gradualism, neither Marx nor Fabian Society, but the peaceful 
timeless joys of brotherly love. 

Professor Bestor throws the limelight on more figures than 
Owen himself—on William Maclure, his partner and critic, on his 
sons William and Robert Dale, on Frances Wright, an evangelist, 
also from the Old World. He has given us much, but one 
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could wish from him this much more—a bold projection of the 
Owen of 1829 into the remaining years of an astonishing life. 
“ The Fulfilment of Robert Owen.” 
C, R. Fay 
Cambridge. 


Quaker Social History : 1669-1738. By Arnotp Lioyp. (Lon- 
don: Longmans, Green, 1950. Pp. xv. + 207. 21s.) 


THE “people of God in scorn called Quakers” provide an ex- 
ecllent excuse for following the present fashion of writing history 
and calling it social history. One of the most considerable and vigor- 
ous of the sects of the seventeenth century, the Quakers declined 
in numbers, relative to the total population, until to-day the 
Society of Friends counts only one member in each 2,500 of the 
inhabitants of Great Britain. But in generation after generation 
this small body has produced men and ideas of importance in our 
national life; and on the whole these men and these ideas cannot 
rightly be interpreted without knowing something of the religious 
background from which they came. 

The economic historian, in particular, cannot go far in the 
last three hundred years without coming across evidence of the 
Quaker influence. From the time of John Bellers, whose Pro- 
posals for Raising a College of Industry (1695) earned a well- 
deserved nod of approval from Karl Marx, the names of Quaker 
families crop up continually : Darby and Huntsman in iron and 
steel, Pease and Bradshaw in railways, John Bright and Joseph 
Sturge, Barclay, Lloyd, Gurney, Backhouse, Seebohm, Braith- 
waite, Bryant and May, Allen and Hanbury, Huntley and Palmer, 
Clark, Reckitt, Horniman, Christy, Fry, Tuke, Cadbury, Rowntree, 
Alexander, Gillett, Bevan and many more. But not very much is 
known about the social structure of Quakerism, especially in its 
early days.! Present-day Friends tend to believe, without much 
evidence, that their forefathers were rude and lived in hamlets— 
it is, indeed, a matter of faith that religious movements begin 
with the Common People. It is further believed that, by telling 
the truth and diligently refraining from putting sand in their 
sugar, Quaker tradesmen rose to positions of wealth and im- 
portance; and, becoming in a generation or two tired of trying 
to force their substantial camels through a needle’s eye, they then 
left the Society of Friends and became pillars of the Church. 


1 Some facts have since been presented in Quakers in Science and Industry, 
by Arthur Raistrick (Bannisdale Press, 1950), pp. 28-32, 40-1. 
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The latter sad declension is summed up in the saying: “A 
Carriage and Pair drives not long to a Meeting-House.” 

It is time that this mythology was put to the test of facts. 
Is it true that a high standard of rectitude leads to success in 
business ? The charm does not seem to work so well in the twenti- 
eth century—the typical Friend of 1950 is a schoolteacher or a 
Civil Servant, somewhere in the middle reaches of salaried re- 
spectability, rather than a Marshallian entrepreneur. But the 
social position of his seventeenth-century forebears remains 
distinctly hazy. Part of the trouble (and this is what makes the 
subject so fascinating to the historian of local or national affairs) 
is the immense volume of original source material. The minutes 
of numerous business meetings, the registers of births, marriages 
and deaths, books of account, journals and biographies exist from 
the seventeenth century to the present day in remarkable variety 
and completeness. The great volumes of recorded Sufferings, 
noting for year after year in meticulous detail the distraints for 
tithes, would provide material for several theses. 

It is therefore with some disappointment that we discover that 
Dr. Lloyd has not written a social history of early Quakerism at all. 
He was apparently inspired by the discovery of a late copy of a 
paper of advices by George Fox, dating from 1669, called “‘ Friends’ 
fellowship must be in the Spirit.”” The discovery was not in itself 
of importance, since numerous earlier copies are known, but Dr. 
Lloyd compared his document with a later volume of advice, 
the Christian and Brotherly Advices of 1738. (Hence the dates 
1669-1738 in the title, though the book in fact ranges back to 
about 1650.) The contrast, like other contrasts between the 
seventeenth and eighteenth centuries, is considerable; by 1738 
it was probably becoming unusual to refer to reverend gentlemen 
as “the priests of Baal, who are the rough hands of Esau and 
fists of wickedness, and bloody hands.” But was Quakerism 
undergoing a social change, becoming middle-class and throwing 
off the roughness of its plebeian origin? Or did substantial shop- 
keepers and farmers of 1670 enjoy damning their opponents with 
unbridled language? Did the poor and the outcast flock to 
George Fox’s sermons for entertainment (the Cup Final being 
then unknown), or as hangers-on of their richer neighbours—or 
were they really the main substance of early Quakerism? I do 
not know; and I doubt if Dr. Lloyd knows either. 

In fact, Dr. Lloyd’s book consists of a series of essays on matters 
such as the evolution of Church government, poor relief, Quaker 
marriage, the attitude to women, the printing of books and the 
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keeping of accounts.- Each by itself is of some interest, but the 
connection between them is less than can be justified even by 
compression within the unpromising framework of a thesis. The 
book reads as though one is starting it in the middle; and all 
the art of the publisher, expressed in pleasant type and good 
illustrations, fails to make it easy going. One has the impression, 
in fact, that the author never managed to digest the material he 
was using. At the few points where a general reader can check 
his statements, he tends to show those slight inaccuracies which, 
though individually unimportant, destroy one’s faith in the 
veracity of the statements that one cannot easily check. 

The standard histories of Quakerism, by William Charles 
Braithwaite and Rufus M. Jones, were written to convince as 
well as to describe. Both the economic and the general historian 
would be helped by a re-assessment of the formative years of the 
Quaker community. Dr. Lloyd has not yet succeeded in this 
task; but it is to be hoped that he, or another, will try again. 

C. F. CARTER 
Emmanuel College, 
Cambridge. 


Economics and the Public Welfare. Financial and Economic 
History of the United States, 1914-1946. By BENJAMIN M. 
ANDERSON. (London: Macmillan, 1949. Pp. 602 +xiv. 
42s.) 


Tue late Professor Benjamin Anderson was the economist of 
the Chase National Bank throughout the inter-war years, a 
position which put him in close touch with bankers and banking 
opinion and permitted him to observe monetary developments at 
close range. This book is his account and interpretation of the 
financial and economic history of the United States in the years 
1914-46. Compiled largely from his own contemporary reports 
on financial affairs in the Chase Economic Bulletin, its text and 
footnotes liberally studded with ‘ I-told-you-so”’s, it is a highly 
personal book. Professor Anderson was an uncompromising 
economic liberal of the old school, thoroughly imbued with the 
principles of conservative banking, and he found much to dis- 
approve of in the financial and economic events of which he wrote. 
It apparently never occurred to him that history is more than an 
opportunity for expressing approval or disapproval. 

Many of his judgments on monetary events were shrewdly 
taken. He saw, for example, more clearly than many American 
economists of less sternly liberal persuasion the contribution to 
No. 240.—VOL. Lx. 3a 
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international difficulties made by the failure to reduce American 
tariffs after the First World War in line with the new creditor 
position of the United States; on the other hand, it is difficult to 
accept his statement that the Republican National Convention of 
1920 realised the necessity for reducing tariffs and decided to 
reverse its tariff policy, but was frustrated by the stupidity of 
President Harding. He was not carried away in the latter 
twenties by the naive faith of the Federal Reserve Board that it 
had found the way to control the American economy, though one 
cannot share his belief (p. 136) that : 


The Federal Reserve Act would have worked well had 
traditional central bank policies been followed, namely: the 
holding of the rediscount rates above the market rates, and 
the use of open market operations primarily as an instru- 
mentality for tightening the money market, not for relaxing 
it.” 

He appreciated the obstructions to national and international 
recovery created by many of the New Deal measures in the thirties, 
obstructions which it has since become fashionable to understate. 
But again, his contention that the New Deal was responsible for 
the continuance of depression through the latter thirties is uncon- 
vineing. Finally, in 1945 he favoured a large outright gift to 
Britain in place of the American loan. 

Others of his judgments, some of which have already been 
mentioned, can hardly be described as acute. Were British 
difficulties in the nineteen-twenties chiefly caused by adherence 
to a cheap-money policy? Is it true that England “ made no 
fight at all” to stay on the gold standard in 1931? Did Federal 
Reserve policy, contrary to the findings of recent research, have 
nothing to do with the crisis of 1937, the blame falling almost 
exclusively on the trade unions? Finally, can the world de- 
pression of 1930-39 be completely attributed to “the efforts of 
the governments, and very especially of the Government of the 
United States, to play God ”’ (p. 495) ? 

Whatever one thinks of Professor Anderson’s judgment in 
particular cases, one cannot fail to be impressed by his grasp of 
the principles and practice of banking. One cannot say the same 
for his understanding of monetary theory. The “ equilibrium 
theory,” which derives from J. B. Clark and which forms the basis 
of his interpretations of monetary events, assumes a greater 
degree of economic flexibility and mobility than most economists 
would now consider realistic. The ‘“‘ Digression on Keynes,” in 
which he attempts to refute that ‘‘ dangerously unsound thinker,” 
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shows a good understanding of the meaning of Say’s Law and a 
keen eye for inconsistencies in the exposition of the General 
Theory, but little conception of the construction and criticism of 
theoretical models. Wider reading of the post-Keynesian 
literature, with which the author professes himself unfamiliar, 
might have made this critique of the General T'heory more effective. 

In summary, this is a book by an orthodox banker, addressed 
chiefly to other bankers. The style itself is a banker’s style, 
quoting excessively from the opinions and experiences of leading 
bankers, often unnamed. (“‘ One fine veteran, a very upright 
man, faced this problem [the questionnaires required under the 
Banking Act of 1933], labored with it for several days and finally 
threw up his hands in despair. He died that night.” (P. 337.)) 
It is interesting to have a record of New York banking opinion on 
the events of these important years, but need it have been em- 
bellished with this misleading title or the extravagant foreword 


by Mr. Henry Hazlitt ? 
Harry G. JOHNSON 


King’s College, 
Cambridge. 


The King’s Highway. By Rees Jerrreys. (London: The 
Batchworth Press, 1949. Pp. xix + 292. 18s.) 


Mr. Rees JEFFREYS describes his contribution on the title 
page as “ an historical and autobiographical record of the develop- 
ments of the past sixty years.” Like many another autobio- 
graphy, The King’s Highway will interest first of all those who 
know the author and the many people mentioned in his pages. 
The road-user, interested in the provenance of the motorway and 
in the manner in which it has been created out of the country by- 
ways of the nineteenth century, will be rewarded by a wealth 
of detail and anecdote—and he may share the author’s animosity 
against those who diverted the proceeds of motor taxation into 
the Exchequer! The railway fancier, on the other hand, will 
find nothing here. The railways are joined with a parsimonious 
Treasury and the first chairman of the Road Board as agents of 
obstruction. 

The principal economic and political argument is directed 
against the Treasury and against the system of central finance 
which concentrates all public revenues on the Exchequer and 
causes funds for public expenditure to issue from the Exchequer. 
Mr. Rees Jeffreys would like to see highway authorities assured 
of an adequate income and with the right to spend on highway 
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projects up to the limit of that income. He makes the point that 
no major roads were built from the time of Telford till the outbreak 
of the First World War; and that construction between the wars 
was undertaken in relief of unemployment and not primarily to 
satisfy the needs of traffic nor the demands of a coherent transport 
policy. The student of government will remark (possibly without 
regret) upon the inability and unwillingness of the Road Board to 
use its ear-marked revenues, the proceeds of motor taxation, as a 
means of establishing its independence. The economist will note 
one unfortunate consequence of the subordination of road con- 
struction to unemployment relief—the primitive methods of 
construction usual in this country, undertaken without any of 
the earth-moving equipment in common use across the Atlantic, 
and deliberately wasteful of labour. But few economists to-day 
would agree even with the principle of an authority or authorities 
competent to construct highways and financially independent cf 
the Treasury. The value of the investment controlled by such an 
authority puts it among the first of the instruments recommended 
to any government determined to plan for stability of income and 
employment. Mr. Rees Jeffreys makes much of the failure of the 
Road Board (of 1910) to embark on any worthwhile projects of 
new construction or to incur any heavy expenditure on the 
security of its revenues, the yield of motor taxation. To this 
criticism he returns again and again. But only once does he 
mention, and then almost by the way, that for the last half of the 
Board’s existence, from 1914 to 1918, the country was heavily 
engaged in the First World War! To those of us who have so 
recently lived through the Second World War, it would have been 
surprising, and evidence of a wholly unjustifiable waste of national 
resources, if the Road Board had indeed been permitted to spend 
its funds on the purposes for which they had been ear-marked in 
1910. 

Mr. Jeffreys contributes a most useful chapter on the origins, 
history and work of the Road Board set up in 1910. But he has 
disappointingly little to say on the question of road finance, and 
what he does say is hardly new at this late date. The costs of 
highways, he declares, should be shared between landowners and 
motor users and between different classes of each, and the shares 
should be not only definite but also just and equitable. Possibly— 
but nothing is said to clear up the many confused and contradic- 
tory ideas entertained by the several classes about the size and 
equity of the share which each should contribute. Mr. Jeffreys 
finally takes comfort in the fact that, with transport national- 
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ised, road interests, through the Road Executives of the British 
Transport Commission, will have “an effective voice inside the 
counsels of government in favour of a fair outlay upon the King’s 
Highway.” He has surely allowed his enthusiasms to run away 
with his political sagacity, his understanding of the organisation 
of the British Government and the teachings of his own official 
experience of thirty-five years ago ! 

The impression left upon the reviewer by this extremely 
detailed and often dogmatic record is that of a single-minded and 
dedicated man. The chronicle (it can hardly be described as a 
book, if anything more is meant by that term than a collection 
of chapters upon the same wide subject) picks out first one and 
then another of a host of topics all in some way connected with 
the policy (or lack of policy as the author would have it) manifest 
in the development of the British road system from the earliest 
days of motoring down to the present. Narrative and argument 
jump from one subject to another without much obvious con- 
tinuity, and the style is not improved, nor assimilation assisted, 
by the author’s habit of numbering his points and changing the 
type fave. The volume is well got out, lavishly illustrated and 
provided with a comprehensive index. But the reviewer notes 
with regret a certain carelessness once the author strays from 
his chosen subject. Government could no doubt (p. 194) take 
steps to encourage the training of highway engineers; but which 
British University would consent to Government prescribing a 
curriculum for the training of these young men ? 

GILBERT WALKER 
University of Birmingham. 


British Broadcasting : A Study in Monopoly. By R. H. Coasz. 
(London: Longmans, Green and the London School of 
Economics, 1950. Pp. viii + 206. 12s. 6d.) 


How came British broadcasting to be a State monopoly ? 
Having become one, what effects on other broadcasting—e.g., 
by wire, or by sponsored advertising—followed? What is the 
public, private and corporate opinion on British monopoly broad- 
casting? These questions, not really tackled by any book since 
the beginning of British broadcasting, have been objectively 
examined and comprehensively answered by Mr. R. H. Coase in a 
monograph which, well in advance of the Beveridge Committee’s 
report on the renewal of the B.B.C.’s Charter after December 31, 
1951, promises to become the locus classicus on the matter for 
some time. 
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The author disclaims any desire to judge the desirability of 
monopolistic broadcasting in Britain. But like Adam Smith’s 
entrepreneur he achieves “an end which was not part of his 
intention’; for his careful accumulation of all public and private 
evidence, and his strict analyses of charters, blue books and white 
papers, lead him to a final “‘ commentary ” which reads much like 
a judicial summing-up; and it is not one calculated to let mono- 
poly go scot-free at the hands of the juryman-reader. His last 
words are : 


“*., . this support for the monopoly also reflects the spirit 
of the age. According to our temperament, we welcome or 
acquiesce in the extension of central planning, even, it would 
appear, when it relates to a source of news and opinion. A 
monopoly is still regarded with disquiet; but only if it is a 
private monopoly. A monopoly held by a public authority, 
as in the case of British broadcasting, is considered to be free 
from the vices of private monopolies and to possess virtues 
of its own.” 


There will be a wide divergence of opinions whether this view 
of public monopolies, widely held a few years ago, is now valid, 
in the light of our recent and fuller experiences of other State 
monopoly-services, from the Coal Board to aviation corporations 
and from groundnuts to gasworks. The trade-union movement, 
Fabian Society and political Labour Party are undergoing severe 
soul-searching on this point. Even if they all keep it secret and 
nothing results from it, the climate of opinion is changing. 

It seems a pity, therefore, that the author confined his timely, 
valuable and exhaustive study to the external aspects of our 
broadcasting monopoly—to its development and its ‘ public 
relations’ in the best and widest sense of that term—and did not 
look at its ecology, methodology and manner of operation as an 
organism. To take one example: Mr. Coase eschews television ; 
yet in the B.B.C.’s current attitudes to television (especially to its 
natural claim for separate and singular treatment as a service) are 
being repeated almost every fallacy which Mr. Coase traces in the 
development of aural radio. To take another instance: no- 
where does the author broach one of the gravest problems both of 
the B.B.C. and of all other monolithic, overcentralised monopolies, 
private or public : namely, the rapid and inordinate growth of the 
incubus known as “‘ staff overhead.” The incidence of this “‘ over- 
head ” of administrative personnel and bureaucratic hierarchy, 
known to the cognoscenti of monopolies from Moscow to Michigan 
as “admin. apoplexy,” has become perhaps the B.B.C.’s biggest 
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and most intractable problem. The Corporation’s non-engineer- 
ing personnel engaged on our domestic service alone has been 
virtually doubled in fifteen years, but the services to listeners- 
and lookers-in have not. At the outset or in mid-career, Mr., or 
Sir John, Reith, the only consistent, individual proponent of 
monopoly broadcasting, could run “his” monopoly (with its 
2,500 employees all told) as Calvin ran Geneva, for the citizens’ 
good as hesawit. It is gravely to be doubted if Sir William Haley 
or anyone else, inheriting a monopoly composed of world-wide and 
home services and employing 12,000 persons, could ever compass 
the altered task on the same Reithian lines. Yet the postponing 
or procrastinating extensions of the Charter have condemned the 
“‘ admin.” of the Corporation to swell, out of all proportion to its 
services, while old aims and methods of “ admin.” were sedulously 
followed, devolution was frowned on, and the monolith preserved. 
Upon all this, now the central problem of British broadcasting 
and all other British monopoly services alike, we must await the 
Beveridge and other reports. Yet it would have rendered Mr. 
Coase’s study invaluable if he had included the inordinate develop- 
ment of this administrative problem in his analysis; for it is the 
Old Man of the Sea upon the B.B.C.’s shoulders and much of the 
travail of the monopoly is due to it. 

Valuable, however, his book assuredly is. In this most 
influential, forward-looking and still largely unpredictable sector 
of our public life, there have not been more than half a dozen 
books in England in thirty years to which the serious student of 
broadcasting could go for enlightenment. Now he will get as 
much as can be known of the ways in which the listening-set 
makers, the Press (shortsightedly !), the P.M.G.s of successive 
governments—by accident of an old statute—and the (then) Mr. 
Reith all lined up to “lobby ” for a State monopoly. He will 
learn of the fears of the organised Press that it would lose ad- 
vertising if sponsored advertising were allowed over the air. He 
will see why innovation, new processes and new ideas of servants 
of the monopoly are so hard to try out; and why fear and timidity 
and ‘ playing safe” are the orders of the day. He will enjoy 
Mr. Coase’s own analytical enjoyment as the latter coolly demon- 
strates that a ‘‘ good ” monopoly, or “ the best in the world,” can 
still be made better; that the worst of American methods is not 
the alternative; that competitive broadcasting can be technically 
arranged ; and that—as economists (but few others seem to) know 
from both Russian and American precedents in “ big business ”— 
monopoly needs an efficiency-audit, of which competition between 
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independent and devolved units is probably the best, and certainly 
the fairest and least arbitrary. He will also get a penetrating 
analysis of the politico—-ethico—cultural dilemma into which suc- 
cessive governments have pushed the government of the day : 
in which a Party Cabinet has to preserve the semblance of im- 
partiality on all broadcasting of talks and features, yet cannot give 
the B.B.C. a really free rein. 

The student and the informed layman should be grateful to 
the author (and the School of Economics) for providing, in time 
for a critical public decision about British broadcasting, so in- 
formative and impartial yet so interestingly written an analysis 
of a familiar but secretive and strangely unknown British institu- 
tion; one which has “ just growed ”’; but one which, by common 
consent, cannot go on as it has gone on for its first generation 
of life. 

GraHaM HvuTTON 

London. 








NOTES AND MEMORANDA 


MEASUREMENT OF INDUSTRIAL EFFICIENCY 


THE question is often asked whether efficiency of an industrial 
unit can be quantitatively measured, and if so, what should be the 
standard of measurement which can be applied with reasonable 
accuracy? While it may be generally agreed that the absolute 
measurement of efficiency is neither feasible nor practicable, the 
relative efficiency of different units can be measured with reason- 
able accuracy. The word “ efficiency,” as it is commonly under- 
stood, is a relative term, and we characterise a particular unit 
“efficient ’’ or “ inefficient’ not absolutely but in relation to 
some other units. It, therefore, pre-supposes some existing 
standards of valuation. Viewed in that perspective, we believe 
such efficiency can be quantitatively measured, if not with 
scientific exactitude, at least with reasonable accuracy. 


STANDARD OF MEASUREMENT 


The serious difficulty, therefore, arises mainly in the choice of 
selecting some suitable standards. The suitability of any unit of 
measurement will depend much upon the significance we attach 
to the word “efficiency.” If industrial efficiency consists, as Mr. 
E. A. G. Robinson has viewed it, ‘“‘ in trying to do with eight men 
what we have hitherto been doing with ten men,” labour pro- 
ductivity per worker, or to put in a more scientific term “ labour 
productivity per man hour (P.M.H.),’’ may be regarded as a 
satisfactory criterion for measuring industrial efficiency. [If, 
however, the term “ efficiency ’’ is used in a more comprehensive 
sense, meaning a “ measure of securing the greatest results at least 
cost,” ‘‘ Cost of Production per Unit of Output ” can be regarded 
as a most satisfactory and reliable standard of efficiency. An 
industrialist will, however, view “ efficiency ’ from some different 
perspective. His aim is to produce goods with as much profit as 
can be obtained in the prevalent circumstances, and from that 
standpoint his success will be judged by his “‘ earning capacity.” 
Rate of profit can, therefore, also be one of the standards of 
measuring “ efficiency.” If, however, the word “ efficiency ”’ is 
to be used in its widest sense, it will connote a higher standard of 
living for the worker, lower prices for the consumers and greater 
returns to investors. But since in practice these objects are 
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often in conflict with each other, we cannot think of one common 
standard of efficiency which can be applicable to all. This limita- 
tion prevents the use of “‘ efficiency ”’ in its widest sense. 

Thus we see that the standards of measuring efficiency will 
vary according to the purpose in view. It is also significant to 
observe that none of the several methods by which “‘ efficiency ” 
can be measured is in itself entirely adequate. If all these 
criteria are used there is every possibility that the distortions, 
attributable to any one criterion taken singly, can be easily off-set. 
Moreover, if the application of all of these standards reveals the 
dominance of the same tendencies, the general conclusions can be 
further verified and confirmed. 

We can, therefore, use the following standards of measurement 
for comparing the industrial efficiency of different units : 


(i) “‘ Earning ”’ or “ Profit-making ” capacity of different 
units ; 
(ii) Labour Productivity Per-Man-Hour (P.M.H.), and 
(iii) Cost of Production per Unit of Output. The lower 
the cost, the greater is the industrial efficiency. 


RATE OF PROFIT AS AN INDEX OF EFFICIENCY 


It is significant to inquire how far the rate of profit is truly 
indicative of the efficiency of the industry. While, no doubt, 
gains or losses are the chief criteria by which we judge the success 
or failure of an enterprise they can by no means be regarded as 
the sole or even the most important determinant of the efficiency of 
the industry. Profits are the results of a variety of factors, and 
since efficiency is only one of them, it will not be wholly correct to 
establish any correlation between rate of profits earned and the 
standards of efficiency attained by different units. The rate of 
profit as an index of the efficiency will, therefore, have to be 
judged in the light of several qualifications and reservations, 
First, the rate of profit may vary, even in the same centre, from 
unit to unit according to the differences in their capital-structure, 
particularly the relationship between the “owned” and 
* borrowed ” capital; secondly, the rate of profit may vary as a 
result of the variations in the amount of capital invested; and 
thirdly, the variations in the rate of profit may be caused by the 
operation of cyclical influences. All these factors tend to show 
that the causes, other than efficiency, may also explain and account 
for the variations of profit-rates. Hence the rate of profit, as an 
index of efficiency, has its own limitations. 
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LABOUR PRODUCTIVITY AS AN INDEX OF EFFICIENCY 


While no doubt, theoretically, “‘ labour productivity per-man- 
hour (P.M.H.) ” is a fairly satisfactory method for measuring the 
relative efficiency of different units, in practice a number of 
important limitations render its general application exceedingly 
difficult. For certain obvious reasons, it is difficult to measure, 
with mathematical exactitude or scientific accuracy, the labour 
productivity per man-hour. Even if such computations were 
possible, it may still be questioned whether the statistical data of 
different units are truly homogeneous for inter-comparison. The 
type of goods produced by different units shows wide variations 
in respect of dimensions, texture, design, finish and quality. 
The result is that the differences in “ productivity ’’ as measured 
by physical volume of output may only reflect differences in the 
character of goods produced by different units. Again, the 
equipment of mills shows such a vast range of variations both 
in the character of the machinery employed and in capacity and 
actual output that it is difficult to find any satisfactory basis for 
evaluating the relative efficiency of different units. Moreover, for 
any comparison, we shall have to start on the postulation that the 
conditions of work in different units do not show significant 
variations, that the units under comparison derive the same benefit 
in respect of location and that the hours of work and the composi- 
tion of labour force are the same in all the units. All these 
assumptions are, of course, too far-reaching in character, and the 
generalisations based on them may even be regarded as untenable. 


Cost oF PRODUCTION 


The most reliable and dependable measure for comparing the 
efficiency of different units is the cost of production per unit of 
output. The lower the cost per unit of output, the greater is the 
efficiency attained by the industrial unit. Costs in a competitive 
economy can therefore be characterised as a “ barometer” by 
which we can measure and compare the relative efficiency of 
different units. 

It need hardly be emphasised that the difficulties of obtaining 
and verifying costs of different units are infinitely great. Costs 
are always regarded as a “ trade secret’ to which an outsider 
can hardly have any access. Even the Tariff Boards, in spite of 
their written undertakings that neither the identity of the mills 
nor the cost statements supplied by them would be disclosed in 
their published reports, were unable to obtain all the information 
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they needed. Not only are mill-owners extremely reluctant to 
disclose any information, they have also, in many instances, 
ingeniously concealed or manipulated the available information 
in their published Balance Sheets and Annual Statements. It 
must, therefore, be admitted that the paucity of statistical 
information and the extreme variability and complexity of statis- 
tical data may prevent a very thorovgh and searching analysis of 
the relative efficiency of different units. 

Another difficulty arises with regard to the inter-comparison 
of the costing data. The units are situated in different industrial 
centres and derive differential advantages in respect of locational 
economies. The distance of mills from the centres of raw materials 
and from the sources of power, the varying rates of wages and 
conditions of labour in different parts of the country, the marked 
divergences as regards the character and accessibility of the 
principal markets and other differences arising from the local 
environment of the industry are so,great that the costing data 
available for comparison will not be truly homogeneous. Even if 
we confine our inquiry to industrial units situated in the same 
centre or area and deriving the same benefits in respect of location, 
there will still remain significant differences in the character of 
technical equipment and type of goods manufactured. These 
differences are so considerable and variable that the question is 
frequently asked whether in the absence of the uniform conditions 
prevailing in the industry, does any satisfactory basis exist for the 
inter-comparison of the costing data? The cumulative effect of 
these limitations may be so considerable as materially to influence 
the validity of the main generalisations. 

Still another difficulty of a strikingly similar character arises 
while examining the cost-structure of different units. The 
question whether for comparative purposes, costs should be 
expressed as “‘ per unit of output”’ or as “ percentage of the 
Value of Goods produced ”’ is difficult to answer without examining 
the nature of the industry and the character of industrial output. 
In industries like cement or coal, where the output data can be 
reduced to homogeneity, the costs per unit of output can form a 
satisfactory basis for measuring and comparing the relative 
efficiency of different units. But where there exists important 
qualitative differences in the character of output, such as variation 
in shape, quality or design, ‘‘ cost of production per unit of out- 
put ” will fail to throw any light on the comparative cost-structure 
of different units. For example, in the cotton-mill industry, a 
unit operating on yarn of less than twenty counts and producing 
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cloth of coarse varieties, capable of standardised production, will 
necessarily have lower cost of production per unit of output than 
an industrial unit operating on finer counts of yarn and producing 
goods of light, fine and fanciful varieties. In such cases cost of 
production per unit of output will vary with the variations in the 
character of output. Hence the method of expressing costs as 
“per unit of output ’’ cannot provide a satisfactory basis for 
cost-comparison unless comparisons are confined to particular 
counts of yarn or selected varieties of cloth. The only method, 
therefore, that can be applied for comparing the cost of pro- 
duction of different units is by expressing costs as “ percentage 
of the value of goods produced” or as “ percentage of total 
turnover.” 

In such cases the cost of component items like raw materials, 
wages, stores, fuel and power, repairs, etc., would be expressed 
either as ‘“‘ percentage of the Value of Goods Produced ” or as 
** percentage of Total Turnover.’”’ The expression of component 
costs as percentage of total costs or turnover would furnish 
some basis for inter-comparison, and render the measurement 
and inter-comparison of industrial efficiency of different units 
possible. 

M. M. Menta 

University of Allahabad, 

Allahabad, India. 


A FuRTHER STATISTICAL NOTE ON THE DISTRIBUTION OF 
INDIVIDUAL OUTPUT 


In an article on “ The Distribution of Earnings and of Indivi- 
dual Output ’’ (Economic JouRNAL, September 1950) an attempt 
was made to test statistically the hypotheses that certain sample 
distributions of individuals’ output per hour had been obtained 
from populations in which such output had a normal or a log- 
normal distribution. Unfortunately the tests used were in many 
instances inconclusive, and the whole question had to be left 
open. In this note a brief account is given of an alternative 
method of procedure which yields more definite results. The 
results of the application of this method to the data, considered 
in the article mentioned above, will be discussed. 

Suppose that we have a sample of the different outputs, in a 
given period, of individuals. Suppose, too, that we eonsider a 
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particular normal or log-normal distribution with given mean 
value and dispersion. What is the probability that the sample 
was drawn at random from this particular distribution? Since 
we are dealing with a continuous distribution, such a question is 
meaningless, as there exist an indefinitely large number of equally 
likely samples of size n, of which our particular sample is only one. 
We can, however, consider the “‘ probability density ”’ or “ likeli- 
hood ”’ in the neighbourhood of the sample, that is to say we can 
obtain a measure of the probability not of a particular sample but 
of a whole set of samples that lie in an interval of a certain size 
containing the particular sample. The measure in question 
is then the product of the “ probability density ’’ and the dimen- 
sions of the interval specified. Thus on a given hypothesis as 
to the parent distribution, every sample is associated with a 
** jikelihood,’”’ which is the analogue for a continuous distribution 
of the probability of obtaining a particular m7 in drawing 
from a discrete distribution. 

If there are two hypotheses as to the distribution from which 
a certain sample was drawn, the likelihoods associated with the 
sample on the two hypotheses can be compared. The hypothesis 
for which the likelihood is greater is then the more probable of the 
two. 

The problem with which we are concerned is not, however, 
to test whether a particular sample of outputs is more likely 
to have been obtained from a normal distribution of given mean 
and dispersion or from a log-normal distribution also with given 
mean and dispersion, but is much more general, namely to test 
whether a sample is more likely to have come from any normal 
distribution whatsoever or from any log-normal distribution. 
The seemingly more general problem can be turned into the simpler 
one if we agree to give each of the two hypotheses of the general 
case the best possible chance. Thus we select that particular 
normal distribution for which the likelihood of the sample is 
greatest and that particular log-normal distribution for which 
the likelihood is also greatest. The greatest possible likelihood 
of the sample on a “ normal ”’ hypothesis is then compared with 
the greatest possible likelihood of the sample on a “ log-normal ”’ 
hypothesis, and as a result of this comparison one or other hypo- 
thesis is adjudged more probable. 

This procedure was carried out for the samples discussed in 
the earlier article. A very simple expression was obtained for 
the ratio of the maximum likelihood of each sample on the normal 
hypothesis to the maximum likelihood on the log-normal hypo- 
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thesis, and this expression was then evaluated for each sample. 
When this ratio is greater than unity, the normal hypothesis is 
more probable than the log-normal hypothesis; if it is less than 
unity, the log-normal is more probable. Table I shows the result 
of these calculations for samples A, B, C, D, E (Male), E (female), 
F and I, i.e., those samples for which the variation of output per 
hour (or of log output per hour) with age were not removed. 

















TaBLe I 
Maximum likeli- 
xs Size of hood ratio More probable 
Letter. Sample description. sample. | (normal/log- hypothesis. 
normal). 

A Chocolate packing 35 0-429 Log-normal 
B Chocolate packing 66 1-084 Normal 
C Cigarette packing 11 0-917 Log-normal 
D Cigarette packing 20 3-565 Normal 
E (male) Spring manufacture 21 1-418 Normal 
E (female) | Spring manufacture 24 0-427 Log-normal 
F Bank wiring 73 0-458 Log-normal 
I Record pressing 25 0-718 Log-normal 








For the remaining samples the procedure was similar, but 
some assumption had to be made about the distribution. of age in 
the working population. For reasons of simplicity and because 
of the extreme difficulty of dealing statistically with any other 
assumption, this distribution was assumed to be approximately 
normal at least over the range of ages with which we were 
concerned. 

Table II shows the maximum likelihood ratios for the remain- 
ing samples, G, H, J and K, from which variation in output or log 
output per hour associated with age has been removed. 


1 If the sample consists of n values of output per hour 2,, 73, . . ., Xn, the ratio 
of the maximum likelihoods can be shown to equal 





2 On this somewhat dubious further assumption, the ratio of the maximum 
likelihoods equals : 
n l n nm 
x (log. «; — -= log, x;)? \ 2 
1 7 1 n 
n 1” II x, 
x (a — — & a)? ; 
1 ny 


(l— r’) 
(I— 7) * 





where r is the correlation between output per hour and age and 1’ is the correlation 
between log output per hour and age. 
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TaBLE II 
Maximum likeli- 
— Size of hood ratio More probable 
Letter. Sample description. sample. | (normal/log- hypothesis. 
normal). 
G Top stitching 12 2-360 Normal 
H Armature winding 9 1-115 Normal 
J Packing of goods 25 0-335 Log-normal 
K Psychological 107 0-030 Log-normal 
laboratory test 





This, however, is not the end of the matter, for we can compare 
the probability of the two hypotheses using all the evidence, which 
we have obtained, simultaneously or indeed any part of the 
evidence that we fancy. To do this, the maximum likelihood 
ratios of all the samples, or of any selection of them, are multiplied 
together. We are then comparing the likelihoods that the 
samples concerned were all drawn from either normal or log- 
normal distributions, the mean values and dispersions of which 
being chosen so as to make the likelihood of each sample as large 
as possible. 

Considering all the samples given in Table I, the maximum 
likelihood ratio is equal to 0-501, so that on the evidence of that 
table the odds are 2 to 1 in favour of the hypothesis of log nor- 
mality. Similarly for Table II the ratio is 0-026, and thus the 
odds are about 40 to 1 in favour of log normality. If we consider 
all the industrial samples together but prefer to omit sample K, 
because of the different conditions under which it was obtained, 
the ratio becomes 0-442, i.e., odds of 9 to 4 on log normality. 
Finally, if all the samples are considered, the maximum likelihood 
ratio is 0-013 and the odds are just under 80 to 1 on log normality. 

The test used is thus much more conclusive than those used 
in the original article, but it is more limited in one respect, 
namely that it does not allow a hypothesis to be rejected outright 
but merely expresses its probability relative to that of another 
hypothesis. 

If we are prepared to believe that the hypotheses we have 
considered are not just two out of a large number of possible 
hypotheses but are in fact the only possible hypotheses, we can 
refine the testing procedure still further. It is now proper to 
consider the possibility that the test will lead us to consider 
one of the hypotheses to be more probable, when in fact the 
other hypothesis is true. If we are particularly sensitive about 
the making of such mistakes, the test must be modified so that we 
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have option of postponing judgment if the risk of error is unduly 
great. We therefore require a test such that, if the maximum 
likelihood ratio is greater than or equal to A, say, we accept the 
hypothesis of normality while if it is less than or equal to B we 
accept the hypothesis of log-normality. If the ratio lies between 
A and B we make no decision, and thus avoid an undue risk of 
error. 

Suppose we wish to be sure that we choose the wrong hypo- 
thesis in only 100«% of cases, where a is a number between 0 
and 0-5. If the likelihood ratio is greater than or equal to A, say 
for a particular sample, the chance that this sample came from a 
normal distribution is at least A times the chance that it was 
obtained from a log-normal distribution. Thus the chance that all 
possible samples, for which the ratio is greater than or equal to A, 
came from a normal distribution is also at least A times the chance 
that they were all obtained from a log-normal distribution. But 
the test is to be designed so that it is right at least 100 (1 — «)% 
of cases and wrong in no more than 100«°% of cases; thus, fora 


given a, A must be not greater than es 





By analogous 


reasoning it may be shown that B is greater than or equal to 
= 
l—a 
It can be shown that in practice it is reasonable to take 
Aut? pa_* 
% 1— 
same protection against wrong decisions as would the more precise 
calculation of the values of A and B.? 

Using the ratios of the maximum likelihoods, which we have 
calculated for each sample, we can find approximately the chance 
that the ratio has decided in favour of the wrong hypothesis. 
Or, to put it another way, we can find the lowest value of a, 
which we should have to choose in order to arrive at a decision in 
each case instead of witholding judgment. The values are given 
in Table IIT. 

If we consider all the evidence, 7.e., samples A to K, the result 
is reasonably impressive, but is the assumption that the hypotheses 
of normality and of log-normality are the only possible ones at all 
tenable? If we agree that the output per hour of an individual 

1 See Abraham Wald, Sequential Analysis, p.41. It is possible that we might 
be more sensitive about making a mistake in respect of normality than in respect 
of log-normality or vice versa. This situation can be satisfactorily met, but will 
not be considered here. 


® See Abraham Wald, Sequential Analysis, pp. 44-8. 
No. 240.—vOL. Lx. 








se and that these values provide at least the 
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TaBLE III 

Maximum likelihood | Chance of being ! 

Sample(s). ratio (normal/log- — ae ga | wrong is less than 
normal). oe or equal to : 

A 0-429 Log-normal 30 times in a 100 
B 1-084 Normal 48 ‘% < 
Cc 0-917 Log-normal 48 e 4 
D 3-565 Normal 22 “ s 
E (male) 1-418 Normal ae te 
E (female) 0-427 Log-normal 30 
F 0-458 Log-normal 31 ” 
G 2-360 Normal 30 - ¥ 
H | 1-115 Norma! a. ,, S 
I | 0-718 Log-normal 42 *» 
J | 0-335 Log-normal 25 ne 
K 0-030 Log-normal 3 ; 
A-J | 0-442 | Log-normal 31 
A-K 0-013 Log-normal | 1 


| 








1 Chance of being wrong approximately equals when RF is greater than 


1 
1+ RP’ 


1, or ee when R is less than 1; where R is the ratio of maximum likelihoods. 


depends on a large number of random influences and that as a first 
approximation these influences act independently, then the only 
question that needs to be decided is how these influences combine. 
Do they act together additively, multiplicatively or in some other 
way? Is there indeed any plausible method of combination that 
is not either multiplicative or additive? At least multiplication 
and addition appear to be equally simple operations. Is it not 
then reasonable to assume that they are the only possible alter- 
natives? If this is so, we are at once led to a normal distribution 
or to a log-normal distribution and, provided that the assumption 
of random selection of all the samples is justified, we can state 
conclusively that the evidence is overwhelmingly in favour of the 
hypothesis of a log-normal distribution and that the chance that 
we have been misled is only 1 in 100. 
A. D. Roy 

Cambridge. 
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UNREQUITED IMPORTS AND THE TERMS OF TRADE: A NOTE 


In a recent article in this JouRNAL,! Professor Pigou has argued 
that the receipt of unrequited imports by one country from another 
may generally be expected to turn the terms of trade in its favour. 
In order to establish this conclusion, Professor Pigou first derives 
the mathematical condition for the country’s terms of trade to 
improve, and expresses it in terms of the elasticities of each 
country’s desires for its own and the other’s product and the 
proportions of their exports to their total production. He then 
argues that, on the basis of reasonable assumptions about the 
magnitudes of the relevant elasticities and fractions, the required 
condition is likely to be met, so that the terms of trade are likely 
to turn in favour of the receiving country. 

The mathematical argument by which Professor Pigou 
establishes his final formula? is rather confusing: not only are 
there a number of obvious slips in the presentation, but also the 
steps in the derivation do not seem to follow logically one from 
another. For the convenience of readers who might otherwise 
be obliged to spend a considerable amount of time in attempting 
to verify the formula for themselves, an independent and, it is 
hoped, more readily comprehensible derivation of it is presented 
below. The symbols employed are identical with those in the 
original article, and their definitions will not be repeated here. 

Write p for the price of home goods in B in terms of foreign 
goods, in the initial situation. This price must be equal to the 
ratio of the marginal desire for linen to the marginal desire for 
cloth in both countries. Consequently, in the initial situation 


f=p=} (1) 


In the later situation 


f(y —4) ae _W(B-y+h) .. 
Wa —s—rykh ~ P+ Fetr—H* @ 


Substituting for p and using the first two terms of Taylor expan- 





1 A. C. Pigou, “‘ Unrequited Imports,” Economic Journal, June 1950, pp. 
241-54, especially pp. 247-9. 

2 Ibid, p. 248, lines 1-12. 

3 In writing this equation as = p= 4 and equation (2) analogously, 


Professor Pigou has evidently forgotten that the Greek letters symbolize the 
marginal desire of each country for its gwn goods; since they refer to different 
commodities, they cannot both appear as numerators in the equations. 
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sions as approximations to the values of the functions in the later 
situation, 


ae i... Se fo coe a oes 
so = 5G np 3 ~—o pL 5 -*7] © 
Substituting for (r — k) from Professor Pigou’s equation (IIT) 3 
CMaty 2 
Ap = Hf aG+7) 
S—r—hPl| ¢ FF 
¢  F 
hf ou fF 
= ar oa] 
o-Ps] 


Since h, (r — k), f, ¢, F and ¢ are positive, and f’, ¢’, F’ and ~’ are 
negative, Ap will be positive if 

oy fF 

op ~ fF 








or, remembering (1), if 

gy’ 

fF <)- oe a 
The same result follows from development of the other side of 
equations (1) and (2). This result is identical with Professor 
Pigou’s,? and gives the same formula when translated into 
elasticities, 7.e. 





zy Ta | 7b 
(A—a)(B—y E. B~!° : - a 

In conclusion, it may be useful to remark that the translation 
of the formula into elasticities, and the subsequent arguments 
that “‘no country normally exports more than a fairly small 
fraction of its aggregate output,” and that “in the absence of 
special knowledge, it is reasonable to suppose that the elasticity 
of a country’s desire for the goods that it makes itself will not 
differ much from the corresponding elasticity in respect of those 
that it imports ” * are an unnecessarily cumbersome (and possibly 
suspect) way of establishing the conclusion that the terms of trade 
will tend to move in favour of the country receiving unrequited 
imports. The conclusion can be established more simply and 
directly from the inequality (5) above. The inequality will be 
fulfilled if the marginal desire for home-produced goods diminishes 


1 A. C. Pigou, ‘“‘ Unrequited Imports,”’ Economic Journal, June 1950, p. 244. 
2 Ibid., p. 248, line 8. 3 Ibid., p. 248. 
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less rapidly than the marginal desire for foreign goods in each 
country ; this seems a simpler and more defensible assumption to 
make than Professor Pigou’s. 


H. G. Jounson and C. F. Carter 
Cambridge University. 


Professor Pigou writes as follows: ‘“‘ Forgetful of former 
bétises, I neglected to get the algebra in my article vetted before 
publication. The above note refers to the last section of that 
article. Mr. Carter is an expert mathematician; I have no doubt 
that the workings in the note are correct and that mine contain 
slips and errors, for which I apologise. I think I know how this 
came about, while, nevertheless, the formula which I derived is 
right. But that is of no interest to anybody except myself.’ 





RIsK AND THE COBWEB THEOREM 


In the article, ‘ Risk and the Cobweb Theorem,” by F. G. 
Hooton, ir: the March 1950 issue of the EconoMio JOURNAL, there 
appears a slight error on page 75. 

Fig. 3 on that page is indicated to have both supply and 
demand curves of the same elasticity. Ignoring the fact that this 
is an almost indefinable state of affairs unless both curves are 
considered to have their elasticities constant, the two curves 
shown most definitely do not have similar elasticities. Rather, 
they are mirror images of one another, reflected about their point 
of intersection. The ONLY place at which the elasticities can be 
considered identical is this point of intersection. 

What is identical for both curves is their slopes at any given 
price or output. For any given price, the outputs differ for the 
two curves; obviously the elasticities cannot be the same, since 
the elasticity equals 

dQ p 


dp Q 
In the original article by Ezekiel ! the diagram is explained 
thus: “‘. . . the demand curve is the exact reverse of the supply 
curve, so that at their overlap each has the same elasticity.” 
C. S. Soper 
University of Tasmania. 


1 ‘*The Cobweb Theorem,” M. Ezekiel, Quarterly Journal of Economics, 
February 1938, reprinted in Readings in Business Cycle Theory, Blakiston. 
Above reference to page 429 (Readings). 











840 THE ECONOMIC JOURNAL [DEC. 


OBITUARY 


E. G. DowpELit 1902-1950 


Tue following note is reproduced from the Oxford Magazine 
by the kind permission of the editor : 


Dr. Eric G. Dowdell’s death at the age of forty-seven removes 
from St. John’s and Oxford a teacher of economics whose mind 
was singularly acute and incisive. Though blind from infancy 
and hampered by poor physique, his dogged determination and 
integrity of character enabled him to make valuable contributions 
to his generation and until latterly to live a life of remarkable 
zest. Keenly interested in music, he was himself a competent 
pianist. He was fond of long country walks and of listening to 
the calls of wild birds, many of which he could identify by their 
song. He had a nice sense of words and at times a piquant wit, 
yet there was the grace of humility about him that sprang from a 
real Christian piety void of any trace of cant and sentimentality. 
He never complained of his lot, and took a lively interest in the 
doings of people. He could talk cricket as well as politics, and 
enjoyed a good gossip and a game of bridge or chess. 

Educated at the Royal Normal College for the Blind, he came 
up in 1921 as a commoner to St. John’s College and took First 
Classes in Modern History (with the Age of Dante as his special 
subject) and in Philosophy, Politics and Economics. He was 
awarded by the University in turn the Junior and Senior George 
Webb Medley Scholarships in Economics and a Casberd Scholar- 
ship by the College. In due time he proceeded to the degree of 
Doctor of Philosophy with a thesis on the administration of the 
Middlesex Justices in the century after the Restoration, a work 
subsequently published with a preface by Sir William Holdsworth. 
For the past twenty-three years hc proved himself a conscientious 
tutor, particularly appreciated by the abler of his pupils. Though 
courteous and friendly, he could be a severe critic of slipshod and 
careless work. If he lacked, as was inevitable, a touch of the 
picturesque and the colourful, the study of Economics and 
Economic History provided excellent material for the sharp, 
analytic quality of his mind. 

He took a great interest in many societies for the welfare and 
education of the blind. He was chairman of the Oxford Society 
for the Blind, and one of the most active governors of his old 
school as well as of the Worcester College for the Blind. He was 
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also a member of the Council of the National Institute and 
President of the National Federation of the Blind. His life is a 
remarkable example of the way in which the human soul can rise 
triumphant over the most serious limitations imposed by nature. 


W. C. Costin 
St. John’s College, 


Oxford. 


READERS of the Economic Journal will recall Dr. Dowdell’s 
article on ‘‘ Concerted Regulation of Price and Output” (June 
1948). 

He was a familiar figure at gatherings of economists at Oxford. 
His contributions to the discussion were terse and relevant; often 
he reminded us of some classical doctrine that bore upon our 
subject; often, too, he surprised us by his knowledge of recent 
periodical literature or recent events. He kept abreast. There 
was a certain detachment in his comments, and a gravity. 
Occasionally he seemed to be restraining us from running too far 
afield in pursuit of some modern hare, almost as though in loco 
professoris. But he was very friendly and very modest. He 
dated from a time, not far distant, when the economists in Oxford 
were few in number, so that he was very much at home, easy and 
natural. He had partaken in the struggle to establish economics 
here ; that gave him an assured position of right. I never heard a 
word of malice or acerbity on his lips; he seemed to be a pure 
spirit, a student labouring under a handicap of which he did not 


complain. 
R. F. H. 





CURRENT TOPICS 


Mr. M. J. Oaxesuortt, Fellow of Nuffield College, Oxford, 
has been elected to the Professorship of Political Science at the 
London School of Economics and Political Science vacant through 
the death of Professor H. J. Laski. 





Proressor G. FrnpLay Sxurrras has been invited to serve as 
Professor of Political Economy in Dublin University for one year 
during the leave of absence of Professor G. A. Duncan, who has 
been awarded a Leverhulme Research Fellowship and granted 
leave of absence. 
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THE newly created International Economic Association was 
brought formally into existence by a Meeting of the Council held 
at Monaco during September. The draft Statutes of the Associa- 
tion were considered, amended and approved. The Council dis- 
cussed the future lines of activity of the Association and gave its 
approval to the suggestions of the Interim Executive Committee 
that its main activity should be the holding of small Conferences 
to discuss clearly and rather narrowly defined problems to which 
a limited number of experts would be invited. In addition, 
careful consideration is being given to a project for the trans- 
lation into English of important economic articles written in the 
less-accessible languages. Simultaneously with the Council Meet- 
ing a series of discussions was held on the subject of the Long- 
Term Problems of International Balance. 




















RECENT PERIODICALS AND NEW BOOKS. 


Journal of the Royal Statistical Society (Series A.) 


Vox. CXITI, Parr II, 1950. A Statistical Demand Function for Food in 
the U.S.A.: J. Tospin. Sampling for the Social Survey: P. G. Gray 
and T. Cortetr. Output per Head in Different Parts of the United 
Kingdom: C. E. V. Lesser. Scottish Farm Wages from 1870 to 1900 : 
R. Motzanp and G. Evans. Table of the Hyperbolic Transformation 
sinh! /y: F.J.ANscoMBE. United Kingdom Brewing Industry Statistics : 
L. McMULLEN. A Guide to Co-operative Statistics: J. A. Houcu. 


Oxford Economic Papers (New Series). 


Vou. II, No. 2, JunE 1950. Some Aspects of Competition in Retail Trade : 
P. W.S. Anprews. The Equalizing Effects of the Death Duties: G. Z. 
FIJALKOWSKI-BEREDAY. Productivity and the Business Man: P. W. 8S. 
ANDREWS and ELIZABETH BRUNNER. The Course of Wage-Rates in 
Five Countries, 1860-1939: E. H. Puetrs Brown with SHEILA v. 
HOPKINS. 

The Political Quarterly. 


Vout. XXI, No. 3, Juty-SEPTEMBER 1950. The Experimental Roosevelt : 
R. G. Tuewety. The Future of the B.B.C.: J. Coatman. The Cold 
War in America: D. C. Wiiutams. Conscription: a defence: W. 
Wyatt. Professor Laski and Political Science: R. H. Sourav. 

Vou. XXI, No. 4, OcroBER—DECEMBER 1950. Stalinism: G. L. ARNOLD. 
Agricultural Policy: M. G. Kenpatyi. Korea, Formosa and World 
Peace: Dorotay Woopman. Italy’s Foreign Policy: M. EpELMAN. 
The Outlook for British Films: J.C. Gray. The Career of Mackenzie 
King: J. A. STEVENSON. 


International A ffairs. 


Vou. XXVI, No. 3, Jury 1950. Race Relations in the Commonwealth : 
H. V. Hopson. Asia’s Food Problems and their Impact on the Western 
Countries: Str E. JoHN RussEtL. Japanese Uncertainties: R. Guir- 
LAIN. Belgium: a survey of recent events: BARON VAN DER BRUGGEN. 
The African as a Producer: G.E. Lavin. The Chinese in Borneo 1942- 
1946 : T. Harrison. The International Socialist Conference 1946-1950 : 
D. HEALEY. 

Vou. XXVI, No. 4, OcrosreR 1950. A Turning-Point in the Cold War? : 
A. ToyNBEE. Hydrogen Bombs: the need for a policy: Str GEORGE 
Tuomson. An American looks at Europe: H. K. Smru. British 
Foreign Policy since 1945 : C. MayHEew. From the French Empire to the 
French Union: C. A. Jutren. The Peasantry of South East Asia: R. 
Firtu. International Collaboration in Health: M. Mackenzie. War 
Crime Trials : lessons for the future : F. Honic. 


Population Studies. 

Vou. IV, No. 1, June 1950. The Future Growth of the Population of South 
Africa and its Probable Age Distribution: L. T. BADENHORST. The 
Growth of Canadian Population: N. Keyrirz. A Note on Mortality in 
Jamaica: G. W. Roserts. Development of Birth Registration and Birth 
Statistics in the United States: S. SHarmro. The Sample Census of 
Population in Poland, 1949: 8. Szutc. Marital Status and Family 
Size among Matriculated Persons in Sweden : 8. MoBERG. 


The Sociological Review. 
Vou. XLII, Section 6, 1950. The Concept of Myth : D. H. Monro. 
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Accounting Research. 


Vou. I, No. 4, Jury 1950. The Use of Sampling Methods in National 
Income Statistics and Social Accounting: R. Stone, J. E. G. Urrine 
and J. Dursin. The Classification of Assets: A. A. FiTzGERALD. 
American Experience in Personnel Testing for Accounting Work: H. R. 
CarFyn and A. E. TRAXLER. Replacement Cost Depreciation: A. R. 
Prest. LEvxecutorship Accounting Reconsidered: F. SEWELL Bray and 
T. Kenny. Direct Taxation and the Inflationary and Deflationary 
Effects of Fiscal Policy : L. T. Lirrix. 


Bulletin of the Oxford University Institute of Statistics. 


Vou. 12, No. 5, May 1950. A ‘‘ Human Needs’’ Diet in Spring 1950: T. 
ScHutz. The National Income : first quarter of 1950 : D. Sz:rs. 

Von. 12, No. 6, June 1950. ‘‘ Human Needs” of a Single Person : T. Scuuuz. 
The Post-War Cost-of-Living: D.Srrrs. Index Numbers of the Cost-of- 
Living, 1948-1949 : D. G. Hotuanp. 

Vou. 12, Nos. 7 and 8, Juty and Aueust 1950. Post-war Wages Policy 
in Norway: J. Inman. The Development of Wages Policy in the Nether- 
lands: P.S. Pets. Wages Policy and Full Employment in Britain: A. 
FLANDERS. 

Vou. 12, No. 9, SEPTEMBER 1950. Personal Savings through Institutional 
Channels (1937-49) : E. Preston. The National Income : second quarter 
of 1950 : D. SEERs. 


London and Cambridge Economic Service. 


Vou. XXVIII, Buttetin III, Aueust 1950. Western European Economic 
Co-operation: G. D. A. MacDoucatyi. The Real Product of the United 
Kingdom, 1946-49: W. B. Reppaway. Wages: A. L. Bowtry. 
Home Finance : F. W. Patsn. International Finance : G.S. DoRRANCE. 
World Commodity Survey : C.F. Carter. The First Half of 1950 in the 
U.S.A.: M. W. REDER. 

The Banker. 


Aveust 1950. The Meaning of E.P.U. Insurance Companies and Industrial 
Capital: L. T. Lirtte. Gilt-edged through Fifty Years. 

SEPTEMBER 1950. Economics of Defence. The Bank Staff Problem : 
O. R. Hosson. 

OcroBER 1950. Arms, Sterling and the Dollar. Finance Corporations and 
Colonial Development. Who has Funds for the Market ? 


The Banker’s Magazine. 

Avucust 1950. The Banking Half-Year. Payments in Europe: J. 
HuUNSWORTH. 

SEPTEMBER 1950. Some Legal Aspects of the Finance Act, 1950: C. B. 
Drover. Over-Employment: W. M. ScaMMELL. Another Russian 
Bank Case: S. G. MAvRICE. 

OctoseR 1950. A Year of Devaluation. Money and Banking in the 
Twentieth Century: the Central Bank: G. F. WHEtpoNn. Some Legal 
Aspects of the Finance Act, 1950: C. B. Drover. The Fund and the 
Bank. The Banking Crisis of 1825 in S.W. Devon : C. E. Hicks. 


Barclays Bank Review. 
Avuaust 1950. Towards Convertibility. Early History of the British West 
Indian Sugar Industry. Flexibility in Money Market Assets. 
District Bank Review. 


SEPTEMBER 1950. The Economics of International Tension : Str HUBERT 
Henpverson. A Burden on British Industry: K. 8. Lomax. After 


Twelve Months. 
Lloyds Bank Review. 


OctToBER 1950. The Australian Economy, 1950: Sm Doucias CoPpLanp. 
Devaluation One Year After: T. W. Kent. Wanted: American 
Capital Exports : W. Mannine Dacey. 
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Midland Bank Review. 


Avueust 1950. Government Control over the Use of Capital Resources. 
Economic Progress in Northern Ireland. Graphical Survey. 


National Provincial Bank Review. 


Avueust 1950. Prospects and Policy: Britain’s problem in outline: Sim 
ArtTHuR Satter. The Changing Pattern of Retail Trade: H. G. 
Hopper. 


The Three Banks Review. 


SEPTEMBER 1950. European Economic Union: L. H. Duprizz. Jute— 
the servant of industry: L.C. Wricut. A Banker and the Press Gangs. 


Westminster Bank Review. 


Avuaust 1950. The Economics of British Transport: first principles for 
1950: G. WALKER. European Payments Union. Further Thoughts on 
the Mobility of Labour. Pottery: ancient craft and modern industry. 
Agricultural Policies and Prices : international prospects. 


Planning. 
Vou. XVII, No. 316. Town Planning and the Public. 
Vou. XVII, No. 317. Government Spending. 
Vou. XVII, No. 318. Government and Industry. 


Town and Country Planning. 


Vou. XVIII, No. 76, Aucusr 1950. The Lake District: P. CLEAVE. 
Planning Outlook in South Wales: T. A. Luoyp. Coast Protection and 
the Reclamation of Land from the Sea: M. Du-Piat-Taytor. Space 
Needs of Industry: J. K. Weston. The New Planning System in 
Cambridgeshire: W. OrRBELL. Playing Fields and Open Spaces: 
A. Pace. Mized-class Neighbourhoods: some sociological aspecis : 
G. CAMPLEMAN. 

Vout. XVIII, No. 78, OctoBer 1950. Civic Design and the Control of 
Appearance in Building: R. A. CorpinctEyY. Urban Policy for U.S.A. 
Licensed Houses in New Communities: J. 8S. Eacues. Homes without 
Planning : E.G. Fatupt. 


Progress (Lever Bros.). 

AutuMN 1950. An Expanding Horizon: R. G. Casey. Lawyers in 
Business: L. V. Firpes. The Merchants of the United Africa Company. 
Economics and Business : Str HENRy Cray. W. & C. McDonnell Lid. : 
S. Lynam. British Trade Unionism: R. B. Davison. Synthetic 
Holiday. New Handling Aids for Industry : A. G. MARSDEN. 


The Canadian Journal of Economics and Political Science. 


Vou. 16, No. 3, Aucust 1950. Some Aspects of Population History : 
K. W. Taytor. Government Economic Policy: scope and principles : 
W. A. MacxrntosxH. Problems in the Administration of Canadian 
Resources: H. L. KEENLEYSIDE. Implications of Canadian Iron Ore 
Production: V.C. WansBroucH. Multilateral Trade in an Unbalanced 
World : E. M. Bernstern. The Impact of the Sterling—Dollar Crisis on 
the Maritime Economy: J. R. Petrie. The Federal Government and 
Higher Education in Canada: N. A. M. MackenziE and D. C. Rowar. 
Public Administration and the Public Interest: A. J. Boupreav. LEco- 
nomic Theory and Immigration Policy: Mase. F. Trimix. The Origin 
of the Social Welfare State in Canada, 1867-1900 : ExisanreTH WALLACE. 
Some Aspects of Provincial-Municipal Relations: K. G. CRAWFoRD. 
Participation by Subordinate in the Managerial Decision-Making Pro- 
cess : R. TANNENBAUM and F, Massarik. 














846 THE ECONOMIC JOURNAL [DEC. 


The Economic Record. 

Vou. XXVI, No. 50, JunE 1950. A Wages Policy for Australia: J. E. 
Isaac. The Australian Inflation and Commonwealth Finance: W. R. 
Lane. National Output, Income and Expenditure of N.S.W., 1891: 
H. W. Argnpt and N.G. Burin. Import Control in New Zealand, 1938- 
1950: R. F. Witson. Australian—American Trade Relations, 1791- 
1939: L.G. CuHurcuwarp. Interstate Differentials in Human Fertility 
in Australia: R. J. Linrorp. Full Employment in New Zealand: N. 
Ruta. 

Review of Economic Progress. 

Vout. II, Nos. 2 and 3, Fesruary and Marcu 1950. Capital Resources 

and their Accumulation, II. 


The South African Journal of Economics. 


Vou. 18, No. 2, JUNE 1950. Economic Revolution: A. J. LIMEBEER. A 
Survey of the Law Relating to the Control of Monopoly in South Africa : 
D. V. CowEn. The Orange Free State Gold Fields : H. OPPENHEIMER. 
The Report of the Marketing Act Commission (1947): W. B. West. The 
International Wheat Agreement : A.W.O. Bock. A Study of Absenteeism 
amongst Women in Commerce : V. G. Pons. 


Pakistan Economic Journal. 

Vou. I, No. 4, Jury 1950. Paper Currency Assets of State Bank: Z. 
Husain. The Circumstances of Pakistan’s Non-Devaluation. Market 
Research—its importance and necessity in Pakistan: D. M. QuRESHI. 
Countering Desiccation in West Punjab: R. M. Gorrie. The Problem 
of Agricultural Finance in Pakistan. Planning for Plenty—Agricultural 
Aspect: A. A. K. Aurakzal. Economic Relationship of Pimply-gut 
Worm of Sheep and Goats to Gut Industry : M. M. Sarwar. 


The Indian Journal of Commerce. 

Vou. III, No. 10, Jung 1950. The Inheritance Tax: R. N. BHARGAVA. 
Labour Welfare in India: P. Ray. Labour Management : M.S. Kwan. 
The Devaluation of Sterling: R. Lau. Corporate Size and Rate of Profit : 
M. M. Meuta. Landmarks in Banking Legislation in India: L. S. P. 
SHARMA. 

International Labour Review. 

Juty 1950. Supervisory Training in European Countries. The Enforce- 
ment of Social Legislation in French Agriculture: M. Biparp. Labour 
Conditions in Japan in 1950—the National Health Service in England 
and Wales. 

United Nations Economic Bulletin for Europe. 

Vou. 2, No. 1, 1950. Review of the Economic Situation in Europe, January- 
March 1950. Changes in the Relationship between European Production 
and Trade. European Economic Statistics. 


World (United Nations). 
JUNE 1950. Mexico: an ancient land forging a new destiny. A Front 
where we may Serve : ELEANOR ROOSEVELT. This Moment of Suspense : 
H. A. OvERSTREET. Program to prevent World War III : H. A. Lasx1. 


The Annals of the American Academy of Political and Social Science. 


Juty 1950. Formulating a Point Four Program. 
SEPTEMBER 1950. Moscow’s European Satellites. 


The Quarterly Journal of Economics. 
Vou. LXIV, No. 3, Aucust 1950. Joseph Alois Schumpeter, 1883-1950 : 
G. HarBerteR. Bibliography of Schumpeter’s Writings: E. B. Scuum- 
PETER. Full Employment at Whatever Cost: J. Viner. Soviet National 
Income and Product in 1937. Part II. Ruble Prices and the Valuation 
Problem: A. Brercson. The International Wheat Agreement of 1949: 
F. H. Gonay. 
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The Journal of Political Economy. 


Vou. LVIII, No. 4, Avaust 1950. Four Positions on Japanese Finance : 
M. BRONFENBRENNER. T'he Rate of Interest and the Marginal Product 
of Capital: L. A. Metztzer. The Development of Utility Theory, I : 
G. J. Stierzr. A Difficulty in the Concept of Social Welfare: K. J. 
ARROW. 

The Review of Economics and Statistics. 


Vout. XXXII, No. 3, Auaust 1950. Tazxation and Redistribution in the 
United Kingdom : F. WEAvER. Leontief’s System in the Light of Recent 
Results ; N. GzorcEscu-Rorcen. The Effect of Private Pension Plans 
on Personal Savings: G. Garvy. Discrimination and International 
Trade Policy: R. F. Mixesety. International Measures for Full Em- 
ployment: G. N. Haim. The Employment Multiplier in an Expanding 
Industrial Market : Los Angeles County, 1940-47 : G. H. HitpEBRAND 
and A. Mace. Comments on Naum Jasny’s ‘‘ Soviet Statistics’: A. 
GERSCHENKRON and D. Marx. A Note on Farmers’ Consumption and its 
Stabilizing Nature: CHENG-HsIEN Wanc. Monetary Velocity and the 
Rate of Interest: C. Warsurton. Is Cocoa being Valorized?: E. 
GRAUE. 

The American Economic Review. 


Vou. XL, No. 4, SEPTEMBER 1950. The Problem of Economic Instability, a 
committee report. The Supply Function for Agricultural Products : D. G. 
JOHNSON. Consumption and Investment Propensities: Ta-Cuuna Liv 
and CuHinc-Gwan CuHanea. Federalism and Fiscal Equity: J. M. 
BUCHANAN. 

Econometrica. 


Vou. 18, No. 3, Jury 1950. The Work of Eugen Slutsky : R. G. D. ALLEN. 
Empirical Determination of a Multidimensional Marginal Cost Function : 
A. R.Frrcuson. Stock and Flow Analysis in Economics: L. R. Kier, 
W. Feiner, H. M. Somers, and K. Brunner. Risk Allowances for 
Price Expectations: P. B. Stumpson. A Note on Brand-Names and 
Related Economic Phenomena: G. K. Zrrr. 


Foreign Affairs. 


Vou. 28, No. 4, Juty 1950. America Today: a freehand sketch: L. 
GALANTIERE. Communism and Nationalism in China: C. M. Cuane. 
On a Certain Impatience with Latin America: Y. The Occupation of 
Germany : new light on how the zones were drawn: P. E. Mosety. The 
Case for Exchange Controls: Sir Henry Cray. Italian Democracy in 
Crisis: G. Saracat. Can Russia withdraw from Civilization ?: W. W. 
Kuusk1. Marxism in Action: the seizure of power in Czechoslovakia : 
P. E. Zryner. Why U-Boat Warfare Failed: K. Assmann. The 
Dollar Gap and the Commonwealth : D. B. CopLann. 


The Southern Economic Journal. 


Vou. XVII, No. 1, Jury 1950. Population Growth and the Rate of Invest- 
ment: M. D. Brockxtr. The Arbitration Process: E. L. WARREN and 
I. Bernstein. Some Limitations of Competitive Equilibrium: B. C. 
Sweruina. The Southern Farm Family in an Era of Change—economic 
aspects: G. H. Autyt. Developments in the Leasing of Motor Truck 
Equipment: C. A. Tarr. Note on the Benefits Justification of the 
Gasoline Tax: R. W. LinpHoitm. Note on the Differential Controversy : 
J. M. BucHANAN. 

Agricultural History. 

Vou. 24, No. 3. Agriculture among the Shakers, chiefly at Mount Lebanon : 
R. H. ANDERSON. Jewish Agricultural Colonies in the United States : 
L. SHpatt. The American Farmer, a Pioneer Agricultural Journal, 
1819-1834: H. T. Pinxetr. The Early Range Catile Industry in 
Arizona: R. J. Morrisey. Experiments in Tea Production in the 

United States: N. Kuosr. The Chilean Horse: R. M. DENHARDT. 
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The Rural Economy of Northeastern France and the Bavarian Palatinate, 
1815 to 1830: M. L. Fuanrncam. Sir James Graham, Agricultural 
Reformer: A. B. Erickson. 


Journal of Farm Economics. 


Vou. XXXII, No. 3, Aucust 1950. Knowledge for What in the Northern 
Great Plains : a symposium: M. M. Ketso. Farmers Adaptations to 
Income Uncertainty: R. ScHICKELE. Stabilizing Farming by Shifting 
Wheat Land to Grass in the Northern Great Plains: L. E. Jones. In- 
stitutional Methods of Meeting Weather Uncertainty in the Great Plains : 
E. L. Barserand P.J.THarr. Space asa Social Cost : A.H. ANDERSON. 
Land and Water Development Programs in the Northern Great Plains : 
H. A. STEELE and J. MUEHLBEIER. Bases of Adjusting International 
Trade in Foodstuffs: J. D. Buack. The Milkers’ Unions of the San 
Francisco and Los Angeles Milksheds : E. FEDER. 


Land Economics. 


Vout. XXVI, No. 3, Aueust 1950. The President's Water Resources 
Policy Commission: R. R. RENNE. Soviet Grain Production: 1940- 
1950: V. Katxorr. Patterns of Competition and Monopoly in Trans- 
port: J.C. Netson. The Agricultural Ladder: M. Harris and E. J. 
Lone. Telephone Rates and Cost Behavior: J. R. Rose. The Great 
Lakes-St. Lawrence Project : A. D. ANGEL. 


Harvard School of Business Administration. 


ButuetiIn No. 133. Operating Results of Limited Price Variety Stores in 
1949 : ESTHER M. LOvE. 


Studies in Business and Economics. 


Vou. IV, No. 1, JunE 1950. Metropolitan Washington after 150 Years : 
its economic expansion. 

Review of Social Economy. 

Vou. VIII, No. 2, SEPTEMBER 1950. Democracy and Economic Welfare : 
B.F.Lanpvuyt. Religious Perspectives of College Teaching of Economics : 
W. Froeutuicu. he Taft-Hartley Law as Public Policy: D. J. Wurre. 
On the Assumption of ‘‘ Rational Conduct” in Economic Science: T. F. 
Divine. Post-war Internal Currency Stabilization: M. ALBERy. 
Positive Good Business: J. Coutins. The Concept of the Just Price : 
O. von NELL-BREUNING. 


Revue d’ Economie Politique. 


Vo. 60, No. 3, May-JuNE 1950. Le consommateur et les nationalisations 
de Vindustrie britannique: A. M. DE NEuman. Les déséquilibres 
permanents de Véconomie allemande: A. PreTTRE. Les secteurs-clefs : 
A. Sauvy. L’explication des mouvements de prix en conjoncture: A. 
Vincent. Bertrand Nogaro et le probléme de la méthode : A. MaRcHAL. 
Joseph Schumpeter: esquisse biographique: G. H. Bousquet. Un 
nouveau livre sur Karl Marx : R. Gortz-Girey. 


Revue Economique. 


No. 2, Jury 1950. Les facteurs qui déterminent le taux des salaires dans le 
monde moderne; du prix du travail au revenu du travailleur : J. MARCHAL. 
Le retour aux conventions collectives: A. GazreR. Note sur les mouve- 
ments des salaires nominaux, des salaires réels et de ’emploi : C. Macaup. 
Les critéres modernes de la statique et de la dynamique: R. Barre. Marx 
et Keynes devant la pensée économique contemporaine (II): J. LECAILLON. 


Population. 


Vou. 5, No. 2, Aprit—JUNE 1950. Besoins et possibilités de immigration 
frangaise, Pt. I: A. Sauvy. Les diables de Malthus. Remarques 
sur les aspects démographiques de la théorie de l'emploi: G. ARDANT. 
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La famille normale: P. Vincent. L’enqguéte d’Indianapolis sur la 
fécondité: C. V. Kiser. Géographie de la population et démographie : 
P. GEorGE. Productivité et population: J. F. Gravier. Le probléme 
de la mortalité génétique périnatale: J. Sutter and L. Tasan. Le 
probléme démographique et l’évolution du sentiment public : A. GIRARD. 


Statistiques et Etudes Financiéres. 


No. 19, Juty 1950. Note sur les conditions d’établissement d’une compta- 
bilité nationale et d’un budget économique national. Les réparations et 
les restitutions en faveur de la France (situation au 31 decembre 1949). 
Canada: la situation économique et financiére. U.R.S.S. Le budget 
de 1950. 

Supplément Statistiques. Nos. 5-6, 1950. 


Revue de Science et de Législation Financiere. 


Vou. XLII, No. 3, Juty—SepremsBer 1950. La répartition des valeurs 
fédérales des Etats-Unis: B. U. Ratcurorp. Economie du marché, 
fiscalité et dirigisme dans la politique économique allemande depuis la 
réforme monétaire : C. BRINKMANN. Probléme de progressivité dans une 
Jiscalité rationnelle ; remarques introductrices : F. NeuMARK. Le rapport 
épargne-investissement sous langle des finances publiques: G. DEra- 
mMoupT. La régle du paiement aprés service fait: M. MERLE. 


Economie Appliquée. 


Vou. II, Nos. 3-4, Juty—DEcEMBER 1949. Les cycles économiques en 
économie dirigée: G. HABERLER. Sur quelques tendances séculaires : 
W. A. Lewis. L’influence de la “ grande dépression”’ sur l’orientation 
de la théorie économique: F. Setter. Le mécanisme des cycles vu 
par un économétre: J. TINBERGEN. Note sur l’économetrie des fluctua- 
tions: G. TH. GuILBaup. Les modéles mathématiques macrodynamiques 
et le cycle: H. Ausac. La propagation internationale des cycles éco- 
nomiques : O. MORGENSTERN. 


Documentation Economique. 
Vout. IX, No. 32, Analyses des articles parus au I“trimestre 1950. 


Annales de la Faculté de Droit de V Université de Burdeaux. 


Vor. I, Nos. 1-2, 1950. _L’ Evolution de la pensée juridique de Marc Ré- 
glade: M. Brsré. L’Evolution des modes de recrutement des fonction- 
naires depuis 1940: A. Homont. Les Lois contre le morcellement de la 
propriété paysanne : P. ROBINO. 


Bulletin de UV Institut de Recherches Economiques et Sociales. 


Vou. XVI, No. 6, SEPTEMBER 1950. La conjoncture économique de la 
Belgique : M. Worrrin. Statistiques économiques courantes. 


Weltwirtschaftliches Archiv. 


Vou. 65, No. 1, 1950. Thiinen als Raumdenker: F. Bittow. J. H. v. 
Thiinen im Blickfeld des deutschen Kameralismus: F. HorrMann. 
Zur Theorie und Praxis des Staatsbudgets : K. Hetnic. Probleme der 
Geldlehre: H. HOpKeR Ascuorr. Liquiditdtsvorliebe und Wicksellscher 
Prozess : W. Kraus. 


Schmollers Jahrbuch fiir Gesetzgebung, Verwaltung und Volkswirtschaft. 


Vou. 70, No. 1, 1950. Wirtschaftssoziologie und Wirtschaftstheorie: W. 
ZrecenFuss. Das sozialwissenschafiliche Verstehen bei Dilthey und Max 
Weber: R. Wanstrat. Die Reziprozitdét der Zwecke in der Volkswirt- 
schaft (Teil I): S. BEENEN. Zur statistischen Messung des technischen 
Fortschritts in der industriellen Produktion : F. BELow. 

Vou. 70, No. 2, 1950. Der Marz’sche Begriff der gesellaschaftlichen Pro- 
duktionsverhiltnisse und die gesellschaftliche Wirklichkeit: O. H. v. pv. 
GaBLENTZ. Die Reziprozitat der Zwecke in der Volkswirtschaft (Teil II) : 
8S. BEENEN. Die Angestellten als Arbeitnehmerkategorie, ihre soziale und 
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wirtschaftliche Stellung im Gesellschaftsgefiige: F. Brtow. Psycho- 
logische Grenzen der Bewirtschaftung : H. SPERLING. 

Vou. 70, No. 3, 1950. Begriff und Wesen des Bolschewismus: P.-H. 
SeraPHim. Wirtschaft und Technik als menschliches Problem : M. Muss. 
Der Zusammenhang von Sparen und Investieren: E. Heuss. Grund- 
fragen der Arbeitslosenhilfe : H. MOncuH. 

Vox. 70, No. 4, 1950. Johann Karl Rodbertus. Zur 75. Wiederkehr 
seines Todestages : R. WanstratT. Mehrbeschaftigung und Produktions- 
kosten: O. Kraus. Freie Marktwirtschaft und Planwirtschaft in der 
Gegenwart und vor 5000 Jahren: P. Kent. Die puritanische Revolution 
und die Leveller-Bewegung. Eine geschichtssoziologische Studie iiber die 
Anfinge der Demokratie in England : W. JaHn. 


Jahrbucher fiir Sozialwissenschaft. 


Vor. I, No. 1, 1950. Uber Vilfredo Pareto: C. BRINKMANN. Geselz und 
Gestalt. Methodologische Bemerkungen zu Schumpeters ‘‘ Business 
Cycles”: A. Prepouu. Instrumentale und kulturtheoretische Betrachtung 
der Wirtschaft: G. WerrtrprertT. Bevélkerung und Wirtschaft: G. 
MACKENROTH. 

Vou. I, No. 2, 1950. Der Marsch in den Sozialismus : J. A. SCHUMPETER. 
Die Theorie der Spiele und des wirtschaftlichen Verhaltens : O. MoRGEN- 
STERN. Kritische Uberpriifung der Keynesschen Multiplikatortheorie: 
L. Feperici. Der Begriff des Geldes : G. BERNACER. Das “ Allelopol” 
(Zur Theorie partieller Konjunkturen) : W. Sttrzeu. 


Zeitschrift fiir die Gesamte Staatswissenschaft. 


Vou. 106, No. 3, 1950. Geistige Mdchte als Subjekte des Vélkerrechts : 
G. Rapsrucu. Bonner Grundgesetz und Rechtsstaat: F. KuxErn. 
Economic and Intellectual Liberties: M. Potanyi. Wie ist Theorie der 
Politik méglich?: J. von Kempsxi. Pareto und die materialistische 
Geschichtsauffassung: O. WEINBERGER. Die Lagerente: E. CARELL. 
Kostentheorie und Kostenrechnung : H. HALLER. 


Wirtschaft und Statistik. 

Vou. II, No. 4, Jury 1950. Zusammenfassende Ubersicht. Wirtschafts- 
zahlen des Bundesgebietes. Das Volkseinkommen und Sozialprodukt im 
Bundesgebiet im Jahre 1949. Die Arbeitskrafte der land- und forstwirt- 
schaftlichen Betriebe. Die Realsteuern ini Bundesgebiet im Rechnungsjahr 
1949-50. MontTuiy StTaTisticAL SUPPLEMENT. 

Vou. II, No. 5, Aucust 1950. Similar Statistical Information. MONTHLY 
STATISTICAL SUPPLEMENT. 


Wirtschaftsdienst. 


Vou. 30, No. 7, Jury 1950. Der wirtschaftsrechtliche Gehalt im Bonner 
Grundgesetz : H. Stec. Die Wirtschafts- und Sozialordnung der Verfas- 
sung der Deutschen Demokratischen Republik: G. Scunorr. Die 
Stabilitat der Verbraucherausgaben fiir Nahrungsmittel : H. J. MeTzporr. 
Koreas wirtschaftliches Bild: O. Stein. Die belgischen Massnahmen 
zur Férderung der Ausfuhr nach den Dollarlandern: W. ScHLOTE. 
Preis- und Gebietsbindungen bei Markenartikeln : A. Guxiss. Einfuhren 
fiir die Lederwirtschaft in deutschen Handelsvertrdgen : H. L. LoESCHER. 

EncuisH SuppLreMeNT. Juty 1950. Dangerous Comparisons. Have 
Loans Reduced Unemployment ? Economic Content of Bonn Basic Law : 
H. Sec. The Economic and Social Order under the Constitution of the 
German Democratic Republic : G.J.SouHnorr. Movements of Population 
in the Soviet Union. 

Vou. 30, No. 8, Aucust 1950. Der Charakter und die Finanzierungsmé- 
glichkeiten des Auslandsbaugeschdftes : K. Rincey. Das Finanzierungs- 
problem des westdeutschen Wohnungsbaus nach der Wdhrungsreform : 
Asta Hamps. IJnternationaler Vergleich des Leistungsstandes in der 
Landwirtschaft: F. Betow. Die Luxusbesteuerung in den USA und 
ihre wirtschaftlichen Auswirkungen: R. BiInpER. Grossbritannien und 
die Produktivitdt in den USA : E. Gerwin. 
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ENGLISH SUPPLEMENT. Character and Financing of the Activity of the 
German Building Industry Abroad: K. Rincet. Financing of Housing 
Construction after the Currency Reform: Asta HAMPE. 

Vou. 30, No. 9, SEPTEMBER 1950. Die Universalmesse im Dienste des 
Welthandels : H. F. Trcoz. Die Entwicklung des deutschen Messewesens 
nach dem Kriege: L. Roccrensuck. Die Wirtschafilichkeit der Anzeige 
auf dem USA-Markt : M. Berry and H. Wicket. 


Europa Archiv. 

Vou. V, No. 13. Das Werk Hugo von Hofmannsthals. Schumanplan und 
Atlantikpakt, 1 Teil. Bewédsserungs- und Energieprojekte im Mittleren 
Osten, I. Teil. 

Vou. V, No. 14. Huropa und seine Kultur. Materialien zur Geistesges- 
chichte des deutschen Widerstandes gegen das nationalsozialistische Regime. 
Die Liberalisierung des Welthandels. 

Vou. V, No. 15. Die Bewegung fiir Moralische Aufriistung. Das politische 
Programm des Europarates. Bewésserungs- und Energieprojekte im 
Mittleren Osten, 2 Teil. Die amtliche Geschichtsschreibung tiber die 
britische Kriegswirtschaft. 

Vou. V, No. 16. Die britische Diplomatie im Wandel der Nachkriegszeit. 
Mittel und Wege der Steigerung der Arbeitsproduktivitat in der Sowjetunion, 
1 Teil. Der Abschluss der westdeutschen Reparationsleistungen. Die 
Entwicklung der europdischen Zahlungsbilanz 1947-1949. 

Vou. V, No. 17. Diagnose der Theaterkrise. Quellen zur Erforschung der 
Geschichte des Dritten Reiches. Mittel und Wege der Steigerung der 
Arbettsproduktivitat in der Sowjetunion, 2 Teil. Der zwanzigste Jahres 
bericht der Bank fiir Internationalen Zahlungsausgleich. Vereinbarungen 
der Deutschen Demokratischen Republik mit der Republik Polen. Erkla- 
rung des japanischen Aussenministeriums vom 1 Juni 1950 iiber den 
Abschluss eines Friedensvertrages. 

Vou. V, No. 18. Kldrung in Strassburg. Die Sirassburger Konsultativver- 
sammlung vor den Grundfragen der Europdischen Einigung. 


Bayern in Zahlen. 

Vout. IV, No. 7, Jury 1950. Gebiet und Bevélkerung. Hrwerbstdtigkeit. 
Ernéhrung und Landwirtschaft. Industrie und Gewerbe. Handel und 
Verkehr. Finanzen und Geldwesen. Preise, Léhne und Gehdlter. 

Vot. IV, No. 8, AuGust 1950. Similar information. 


Zeitschrift fiir Nationalékonomie. 

Vou. XIII, No. 1, 1950. Hntwurf einer Theorie der dominierenden Wirt- 
schaft: F. PErroux. Die Grundgesetze der Nachfrage und Preisbildung : 
L. Tr6nite. Der Kapitalzins in der Wirtschaftsrechnung: L. Itty. 
Die alteuropdische “* Okonomik”’ : O. BRUNNER. 


Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung. 

Vou. XXIII, No. 8, Auacust 1950. Die Konjunkturlage. Osterreichische 
Wirtschaftszahlen. 

SupPPLEMENT No. 12. Lrtragssteigerung der ésterreichischen Landwirtschaft 
durch intensivere Verwendung von Handelsdiinger. 

SonDERHEFT. No. 7. Gesamtschau der dsterreichischen Wirtschaft in den 
Jahren 1948 und 1949. Versuch einer volkswirtschaftlichen Bilanz. 


Schweizerische Zeitschrift fiir Volkswirtschaft und Statistik. 


Vo. 86, No. 4, Aucust 1950. La situation actuelle de V entrepreneur privé : 
J. Gotay. Mathematik und Statistik im Dienste der eidgendssischen 
Alters- und Hinterlassenenversicherung : W. WEGMULLER. Empirische 
Konsum- und Sparfunktionen (Schluss) : C. LA ROCHE. 


Société de Banque Suisse. 
BULLETIN No. 2, 1950. Les finances publiques de la Suisse. 
No. 240.—vOL. Lx. 
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Giornale degli Economisti e Annali di Economia. 

Vout. IX, Nos. 5-6, May-June 1950. Sulle funzioni quasi-periodiche 
nell’economia in sviluppo: G. Demaria. Prospettive e problemi della 
produzione degli idrocarburi in Italia: M.Boxtprint. Semplificazione di 
alcunt procedimenti minimizzanti che concernono l’economia dei trasporti : 
L. Gatvani. L’inserimento della ‘‘ Nuova ”’ nella ‘* Vecchia ’’ Economia : 
A. GamBino. Indici di concentrazione : F. Gtaccarpi. Disoccupazione 
e ptiena occupazione: G. F. Vera. La distribuzione del reddito e 
sussidt assistenziali ai poveri dell’ Irpinia nel 1943 : L. VARDARO. 


Economia Internazionale. 


Vou. III, No. 2, May 1950. Some of the Causes of International Economic 
Disequilibriums and some Remedies: U. Papi. Kapitalexport und 
Vollbeschaftigung : E. Preiser. Exchange Equilibrium : Joan RosBin- 
son. Les barriéres a Vimmigration: W. R6pKE. LEchanges inter- 
nationauz et rigidités structurelles nationales: A. Sauvy. An Index 
Measuring the Degree of Reciprocity in International Trade Relations : 
L. Sommer. La multilateralisation progressive des divises en Europe : 


R. TRiFFin. 
L’ Industria. 


No. 2, 1950. La misura della produzione: L. Lenti1. Sull’invarianza 
della forma della distribuzione dei redditi: F. Brampimua. Costo di 
produzione e regime fiscale: C. Coscrant. L’importanza del complesso 
prezzi-salari per una politica di massima occupazione : J. M. CLARK. 


Critica Economica. 


No. 2, 1950. Gli accordi per i pagamenti intraeuropei : R. TREMELLONI. 
Liberalizzazioni, fluttuaztone ciclica e credito : G. DELLA Porta. 


Review of the Economic Conditions in Italy (Banco di Roma). 


Vou. IV, No. 4, Jury 1950. Effects of the War and Inflation on the Balance- 
Sheets of Italian Joint Stock Companies: F.C. D’ANNA. 

Vou. IV, No. 5, SEPTEMBER 1950. T'wo Contrasting Opinions regarding 
Italian Economic Policy : C. BRESCIANI-TURRONI. 


Banca Nazionale del Lavoro Quarterly Review. 


APRIL-JUNE 1950. Germany: an experiment in Planning by the ‘‘ Free”’ 
Price Mechanism: T. Batocu. Fiscal Policy and Italy's Economic 
Development : S. Steve. The Economic Integration of Western Europe : 
F. Coppota p’AnnA. The Balance-Sheet’of the Bank of Italy: L. Ma- 
gn Pe os to the Understanding of Contemporary Economics : 

. CAFFE. 


Italian Economic Survey (The Association of Italian Joint Stock 
Companies). 


Juty—AvuGustT 1950. Investments. 


Ekonomisk Tidskrift. 


Vout. LII, No. 2, June 1950. The Role of Uncertainty in Economic 
Planning: Haraup Dickson. A critical review of Dr. Shackle’s recent 
book, Expectation in Economics. The author gives a short summary 
of his argument in English. Dr. Shackle’s assumption that an entre- 
preneur can compare not only different surprises but also distances or 
differences between surprises is dubious. The idea that only the focus- 
gain and the focus-loss are relevant is used in a case where this is not 
applicable. In Chapter V, where Dr. Shackle suggests a method of 
taxation, the unrealistic conclusion of the argument leads one to suspect 
that there is something wrong with the assumption. Chapter VI of the 
book makes an interesting contribution to the theory of the bargaining 
oe. Greek Attempts at Post-war Monetary Rehabilitation: D. 

ELIVANIS. This article, in English, reviews the monetary history of 
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Greece since 1944. Public Authorities, Insurance Companies and Banks 
in Social Accounting: IncvaR Oxuson. “A discussion of the problems 
involved in assessing the activities of public authorities, banks and 
insurance companies for the purpose of social accounting. 


Nationalekonomisk Tidsskrift. 


Nos. 3-4, 1950. How Do the Banks React ? : JORGEN PEDERSEN and CaRL 
Erik S@RENSEN. A report and commentary on the answers to a 
questionnaire inquiry made by the authors. Answers were received 
from 135 of Denmark’s 160 banks. The questions were as follows : 
(1) When you have surplus cash do you try and increase your advances 
by easing requirements? (2) Would your advances have been greater 
if the higher reserve requirements had not been introduced in 1942? 
(3) Will 5 you lend to new customers if it involves borrowing from the 
Central Bank? (4) Do you think that the demand for loans will be 
affected by charges between 4 and 8% in the rate charged when the 
charges are uniform for all banks? (5) How will you react to a fall in 
liquidity ? Many of the banks added remarks to their answers. The 
authors conclude that the banks play a passive role in determining the 
amount of advances, that increases in the rate of interest have but small 
effect until high rates are reached and that the banks are averse to 
becoming dependent on the Central Bank. Modern Problems in Monetary 
and Bachange Policy: Ertinc Petersen. A discussion of problems 
arising in the post-war period from the two alternative economic policies : 
planning (as exemplified by Britain and Norway) and monetary measures 
(as exemplified by Belgium). An Economics Thesis: PROFESSORS 
WINDING, PEDERSEN and ZEUTHEN. The main points of their opposition 
is the public disputation of Hans Brems’ ‘“‘ Some Problems of Mono- 
polistic Competition.” A revised version is to appear shortly as a 
Harvard Economic Study. The University Economics Institute in 
Oslo: SvEN Dang. A description of the organisation and work of the 


Institute. 
Okonomi og Politik. 


Vou. 24, No. 2, Aprit—JuNE 1950. De tekniske og politiske betingelser for 
kollektiv sikkerhed: E. Grraup. Det internationale kontrolorgan for 
Ruhromrddet: W. Diesoip. Udviklingslinier i 1940’ernes nordiske 
samarbejde : K. MOLLER. 


Ekonomiska Samfundets Tidskrift. 


Vou. III, No. 2,1950. Byggnadsproduktionens ekonomiska mdl : O. GRIPPEN- 
BERG. Ndgraamerikanska arbetsmarknadsproblem : C. E. KNOELLINGER. 
Om strukturférdndringar i det ekonomiska livet : C. A. J. GADOLIN. 

Vout. III, No. 3, 1950. Om uppgifterna for var sagverkshistoria: N. 
MEINANDER. Om ojdmnheterna mellan det s.k. forsta ersdttningssystemet 
och ersdttningslagstifiningen av ar 1945: V. Procork. Férbrukning- 
sundersékningarna—ett inldgg : E. v. HorstTEen. 


Statistical Bulletin of Israel. 
Vou. I, No. 7, May—JuNE 1950. 


Moneda y Crédito. 

No. 32, Marcy 1950. La politica de crédito francesa en 1948 : A. VINUALES. 
Régimen econémico de los Monteptos Laborales : J.P. LENERO. Estudios 
sobre la renta nacional : J. M. Nawarro. Nota sobre la distribucién del 
capital nominal de las sociedades anénimas espatioles : F. G. QUIJANO. 





El Trimestre Econémico. 

Vou. XVII, No. 2, Apritr—JuNE 1950. Tres ensayos estadisticos de interés 
practico: H. Max. Evolucién de la economia cubana en la ye WI 
J. Atrenes Y Urosa. Desarrollo econémico sin inflacién ? : 
ALTEER. Comercio e inversién en patses poco desarrollados : H” W. 
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SincER. Hacia una nueva accién econémica en América Latina: V. R. 
Esteves. La economia dindmica de Harrod: I. M. p— NAVARRETE. 


Revista de Ciencias Econémicas. 


Vou. XXXVIII, Series III, No. 22. El desarrollo econémico de la América 
Latina y algunos de sus principales problemas: FR. PREBISCH. Re- 
ordenamiento monetario y comercio internacional (Aspectos contem- 
poraneos): L. P. FREScURA. 


Boletin de Estudios Econémicos. 


No. 20, May 1950. El accionariado obrero es solucién ?: S. MANTILLA. 
Significado y Contenido de la Contabilidad: D. Panto and D. H. S. 
Butuén. Analisis de la Competencia en la economia neoclasica: J. A. 
ARRASATE. Economia Financiera de los Valores mobiliarios: J. L. 
DE Urquiso. Estudio de Lotes Mediante Inspeccién de Muestras: E. 
CHACON. 

Obzor Narodohospoddrsky (Czech text). 


No. 9, May 1950. Investment: K. KarAsex. Capital Replacement in a 
Socialist Economy: M.S. The Financial Aspects of Industrial Invest- 
ment: D. Koutnix. Investment Planning and Statistics : J. OKROUHLY. 
The issue contains also short notes on current international and do- 
mestic problems of economic and political interest. 


Statisztikai Szemle (Hungarian text). 


JANUARY-FEBRUARY 1950. The Methodology of Statistical Grouping : 
N.Gracuev. Preliminary Results of the Inquiry into Household Budgets : 
J. Zaua. Reorganisation of Local Statistical Services: the work of the 
Leningrad bureau of statistics: N. PuzaKxov. Socialist Statistics and 
Bourgeois Pseudo-science: E. Ri&tpr1. Data on the Occupants and 
Invalid Movements in Hungarian Hospitals: G. Somoeyt. Some 
Questions on Bringing Industrial Reserves into Use: L. VOLODARSKIY 
and A. YezHov. ‘T'he December 1949 Census of Co-operative Production : 
A. Készea1. The Struggle for Above Plan Accumulation, the Profitability 
of Enterprises and Tasks of the State Statistical Service : A. PETROV and 
L. Skvortsov. Administration and Population : J. Kovacsics. 

Marcu—Aprit 1950. The Struggle against Bureaucracy in Statistics. 
Decree of the National Economic Committee on Industrial Statistics. 
An Enquiry into Present Day Questions of Industrial Statistics. Lenin 
and Official Statistics: P. Porov. Stalin and Statistical Science: V. 
Nemcuinov. Stalin, the Founder of Socialist Statistical Theory: M. 
Bryt and V. Trepicu. Salient Indices of Commercial Statistics: J. 
Zauta. What do World Industrial Statistics Reveal? : A. KaskaRov. 
Hungarian Book Production in 1949 : G. Totnat. The Task of Statistics 
in Material Supply : M. Erpetman. A Study of Certain Problems in the 
Measurement of Production. 

May 1950. Value of Production in Industry. Reserves for Lowering the 
Costs of Industrial Production: A. ZveREV. The Rudiments of Socialist 
Statistics and Their Tuition in the Universities. Bureaucracy in Statistics. 
The Law of Large Numbers and Sampling Technique: S. Ostrumov. 
Statistics and Working Accounts. ‘‘ Royal” Statistics (a criticism of an 
article by Sir William Elderton in the Journal of the Royal Statistical 
Society, Series A, 1949). 


Probleme Economice (Rumanian text). 


No. 5, May.1950. Reserves for Lowering the Costs of Industrial Production : 
A. ZVEREV. The Reduction of Cost Prices as an Instrument in the Struggle 
to Build Socialism: C. DascAdtvu. Planned Reduction of Circulating 
Capital in Soviet Trade: §. R. RAputEscu. The Role of Machine and 
Tractor Stations in the Socialist Transformation of Agriculture: N. 
TRANDAFIRESCU and C. Topor. The Progressive and Patriotic Character 
of Russian Mercantilist Thought in the 17th and 18th Centuries: M. 
OPRISAN. 
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No. 6, JuNE 1950. Two Years after the Revolutionary Act of Nationalisation : 
C. Stoica. The Success of Collectivisation : a means for the strengthening 
of the worker-peasant alliance: C.Sanpvu. The New Period of Planning 
Production Costs and Turnover Expenditure on Commodities: C. 
NICULCEANU and I. STERNLIEB. Stalin, the Theoretician and Organiser 
of the Socialist Disposition of Productive Forces: V. VastuTInN. Con- 
cerning False Bourgeois Theories on the National Income : G. SICLOVAN. 
Yugoslavia in the Hands of the Anglo-American Monopolists : 
CuIrIcI. 

No. 6, Juty 1950. The Réle and Tasks of Artisan Cooperatives : V. Luca. 
The Soviet Decisions on the Coordination of Scientific Work in the Eco- 
nomic Field. Towards the Application of the Government Decrees on the 
Organisation of Planned Prices : M. Matevscui. The Reduction of Cost 
Prices, the Task of the Leading State Agricultural Enterprises: V.'Topor. 
Israel, a State Submissive to Colonial Exploitation and a Strategic Base 
for the Anglo-American Imperialists : I. ARUNCUTEANU. 

No. 8, Aucust 1950. The Fraternal and Permanent Help of the Soviet 
Union—Liberator of our Country—the Decisive Factor in the Work of 
Brilding Socialism in the Rumanian People’s Republic: P. BALAcEANU. 
The Gigantic Economic Power of the U.S.S.R. in the Service of Peace : 
I. Vipragcu. J. V. Stalin and Socialist Railway Transport: T. 8S. 
Haciaturov. The Raising of Labour Productivity—the Central Task 
in the Struggle for the Construction of Socialism: M.MAnegscu. For the 
Full Utilisation of Productive Capacity in the Timber Industry: N. 
Cetac. The Economic Contract—an Important Factor in the Fulfilment 
of the State Plan : C. MAIOREANU. 


Voprosy Ekonomiki (Russian tezt). 


No. 4, 1950. The Leninist Programme for Organising Socialist Construc- 
tion: G. EvstaryEv. Lenin’s Exposure of Bourgeois Economic Science : 
M. Rusrnste1n. Methods of Planning Progressive Norms in Industry : 
L. Tomasupotsky. The Decline of British Imperialism: E. Varaa. 

No. 5, 1950. The Economic Victory of the U.S.S.R. in the War: P. 
ByEtov. Lenin’s Development of the Theory of Capitalist Overproduction 
in the Struggle with the Liberal Populists: I. MRacHKovsKayaA. The 
Leading Role of the MTS in Agricultural Development on Collective 
Farms: V. VENZHER. The Struggle of the Democratic Camp for Peace : 
A. ScHNEERSON. The Upsurge of the Peasant Movement in Italy: P. 
LIsovsky. 

No. 6, 1950. The Permanent Production Brigade in Collective Farms— 
the Basis for Organising Artel Labour: V. ABRAMOv. Methods for 
Improving the Use of Basic Means of Production in an Industrial Under- 
taking (the Experience of the Moscow ‘‘ Kalibr”’ Factory): G. SHIFRIN. 
Regional Differences in the Productivity of Labour and Costs of Production 
in Soviet Industry: P. Livsnitz. A. G. Tsulukidze’s Economic Works : 
G. MeERGELISHVILI. Consolidation of Monetary Circulation and 
Finance in the People’s Democracies in Europe: B. Botpyrev. JIn/fla- 
tion in the U.S.A.: Z. Atuas. The Extortionate Measures of Capitalist 
Industrialisation : N. RyaBov. 


Planovoe Khoziaistvo (Russian text). 


No. 3, 1950. Technical Progress in the National Economy of the U.S.S.R. : 
N. Soxotov. Reduction of Building Costs: the most important problem 
of the national economy: V. Bureman. Future Tasks for the Soviet 
Oil Industry: N. Barpaxov. Mechanisation of the Manufacturing 
Processes of Building Materials: P. DOROFEYEV. Experience Gained from 
the Voronezh Oblast Plan: G. Zimin. The Path of Socialist Agrarian 
Reform in the People’s Democracies of Europe: A. PETRUSHOV. 

No. 4, 1950. The State Budget in the Final Year of the Post-War Five 

Year Plan: A. ZvEREvV. Standardisation and Unification in Heavy 

Machine Building: M. Kunpin and P. Navmenko. The Organisation 








* 
” 
‘ 
: 
Le 
t 








856 THE ECONOMIC JOURNAL (DEC. 


of Labour and Wages in Collective Farms: K. OBoLENSKy. Bourgeois 
Economics—a Weapon of the Warmongers : L. ALTER. 


Gospodarka Planowa (Polish text). 


No. 3, Marcu 1950. The Proposed Law on the National Economic Plan for 
1950. Extracts from the Decree of the Council of Ministers of 3rd March 
on the 1950 Plan. The Credit Plan in the Financial System: M. Kv- 
CHARSKI. The Definition of Productive Capacity in Industrial Enter- 
prises: M. Raxowski. The State Clothing Industry in the Six Year 
Plan: J. Botxowski. Production Costs in Forestry: E. Wrigcxo. 
The Planning of the Fulfilment of the Foreign Trade Turnover: J. 
Krynicki. The Rise in the Standard of Living as a Result of the Develop- 
ment of the Soviet Economy: J. Mattnowski. From Soviet Economic 
Experience : for the Full Use of Reserves and Non-perishable Goods. 

No. 4-5, Aprit—-May 1950. The Communiqué of the State Economic 
Planning Commission. The 1950 Plan in Industry: A. PawtowskI. 
Under Capacity Planning and Means to Suppress it: M. RakowskI. 
Some Problems on the Development of the State Retail Trade : 8. SuRzycx1. 
Improving the Planning of Freight Transport : 8. MroczeEx. Nationalised 
Building Enterprises in Poland: M. Rosowsxt. The Potential Develop- 
ment in the Organisation of Building Enterprises: K. Tyszka. The 
Bases of the Economy of the Chinese People’s Republic: A. Kapvusz- 
KIEWICZ. From Soviet Economic Experience: Reserves for Lowering 
Costs of Industrial Production : A. ZVEREV. 

No. 6, JuNE 1950. The Essence and Aims of the Budget: L. SERAFINOWICZ. 
New Norms in Building: 8S. Micnorex. Problems of Planning in 
Forestry: R. FRomMER. Questions of Telecommunications Development : 
W. Fisatkowski. The Operating Plan for Water Transport: J. 
Paszxowicz. The Development of Towns and Municipal Economy in the 
U.S.S.R. : M.GasEwski. From Soviet Economic Experience : Functions 
and Significance of Soviet finances: V. DiacHENKO. For the Full Dis- 
covery and Use of Productive Capacity in Industry: V. ALFEEV and 
A. KororKov. 

No. 7, Juty 1950. Communiqué of the State Planning Commission. 
The National Economy in the Six Year Perspective: J. MArzEc. 
Changes in the Methods of Planning Investment: K. Srcomsxr. Local 
Planning at a New Stage of Development: J. ZaREMBA. The Organisa- 
tion of Enterprises in Key Industries : M. DoroszEwicz. Emulation in 
the Czechowice Match Factories: J. Korpaszewsti. The Rise in the 
Purchasing Power of the Rouble: Z. Atuas. Soviet Agriculture in the 
Postwar Stalin Five Year Plan: J. Matystewicz. 


Pari I Kredit (Monnaie et Credit) (Bulgarian text, French and Russian 
summaries). 

No. 5, 1950. Stalin, the Great Protector and Friend of the Bulgarian People. 
New Socialist Measures in the Banking System: I. Patusky. The 
Nature and Importance of Documentation in Accounts: G. Dimitrov. 
Application of the Manner of Determining the Limit of Capital Invest- 
ment in the National Economic Plan: C. Popov. 


Bank of Tokyo (Quarterly Survey). 


Vot. 3, Marcy 1950. The Pound Devaluation and Japan’s Export Industry. 
U.S. Aid Counterpart Fund. One Year under the ‘‘ Dodge Line” 
Stabilization Plan. 
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NEW BOOKS. 


British. 


The African Factory Worker. A sample study of the life and 
labour of the urban African worker by the Department of Economics, 
University of Natal. Cape Town and London: Oxford University 
Press, 1950. 84”. Pp. 221. 30s. 

[To be reviewed.] 


AMERICAN Economic AssooraTion. Readings in Business Cycle 
Theory. London: Allen & Unwin, 1950. 84”. Pp. xvi + 494. 
25s. 

[It is very useful to have available now in an English edition this volume of 
Readings which was first published in America in 1944 and was noted in this 
JOURNAL in the issue of April 1945. It contains many articles which it is of t 
convenience to have readily accessible in this form. Nevertheless, as the Note 
then published suggested, it has certain serious lacune, in the sense that im- 
portant English articles are missing from it. It would be interesting and useful 
to see it supplemented by a further volume drawn from a wider range of sources.] 


Bareau (P.). The Sterling Area: what it is and how it works. 
2nd. edition. London: Longmans, Green, 1950. 83”. Pp. 20. 
ls. 6d. 


[This useful short account of the working of the Sterling Area has been re- 
vised, enlarged and brought up-to-date.] 


Bett (J. D. M.). The Strength of Trade Unionism in Scotland. 
University of Glasgow : Department of Social and Economic Research, 
1950. 93”. Pp. 48. 5s. 

(The author seeks to discover the total number of trade unionists in Scotland, 
their industrial and geographical distribution and to compare the results with 
those for the United Kingdom as a whole. Measured either by the number of 
trade unionists per 100 of population or by the number “ 100 insured employees 
the figures do not differ significantly from those of the United Kingdom as a 
whole. Thus his most interesting results are concerned with the regional and 
industrial distribution.] 


BLooMFIELD (A. I.). Capital Imports and the American Balance of 
Payments, 1934-39. A study in abnormal international capital 
transfers. London: Cambridge University Press, 1950. 9’. Pp. 
xiii + 340. 465s. 

[To be reviewed.] 


Bou (Lim Tay). TheCo-operative Movement in Malaya. London: 
Cambridge University Press, 1950. 84’. Pp. 37. 1s. 6d. 


[A popular account of the Malayan Co-operative Movement by a Lecturer in 
Economics in the University of Malaya.] 


British TRAVEL AND Hotipays AssooraTion. Twenty-Second 
Annual Report for the Year ended March 1950. London: British 
Travel and Holidays Association, 1950. 8}. Pp. 39. 


[This report throws much light on the United Kingdom’s earnings from 
‘*Tourism.”” Of some 550,000 overseas visitors in 1949, just about one-quarter 
came from the U.S.A. and Canada. Of American visitors, 41% came by air; 
they spent on average just over £100, excluding fare payments, and nearly 
£200 including them; nearly half of them arrived in June, July and August; 
shortage of hotel accommodation is still an important limiting factor; even 
now only 50% of Americans travelling to —— come to Britain; the level of the 
American tourist movement to Europe is still below the 1929 level.] 
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CxuaRKE (C. E.). Social Insurance in Britain. London: Cam- 
bridge University Press, 1950. 84%’. Pp. x + 136. 13s. 6d. 


[To be reviewed.] 


CotE (G. D. H.). Essays in Social Theory. London: Macmillan, 
1950. 84”. Pp. 251. 15s. 
[To be reviewed.] 


Coox (R. 8.). Costs and Returns from Milk Production in the 
Southern Province in 1948-49. Reading University: Department 
of Agricultural Economics, 1950. 103’. Pp. 26. 2s. 


[A roneo-ed analysis of the costs of producing milk on sixty farms in the 
‘southern province ” of England. Net costs varied from over 28d. in two herds 
to under 16d. in the five lowest cost herds, with an average of 21-4d.] 


Crew (A.). (Enlarged and rewritten by Leo T. Little.) Economics 
for Commercial Students and Business Men. Thirteenth edition. 
London: Jordan & Sons, 1950. 7”. Pp. viii + 591. 12s. 6d. 


[To be reviewed.] 


Dover (V.). General Average and the York—Antwerp Rules, 1950, 
including their application to Marine Insurance. London: Stone & 
Cox, 1950. 7}. Pp.127. 12s. 6d. 


[The principle of general average “‘ springs from a rule of law applicable to all 
who chance to have interests on board a ship at sea exposed to some common 
danger threatening the whole. . . . In time of peril, there would undoubtedly 
have been disputes as to what property should first be disposed of until a time 
arose when the idea presented itself that it would be reasonable and just that 
any loss sustained in time of peril for the common safety should be borne equitably 
by all the parties interested in the common adventure in proportion to their 
respective shares therein.” The applications of the principles have, however, 
been gradually evolved over a very long period. A revision of the principles was 
made during 1950, and this small bo = sets out in simplified form the present 
principles of average adjustment.] 


Evcken (W.). The Foundations of Economics. History and 
theory in the analysis of economic reality. Translated by T. W. 
Hutchison. London: William Hodge, 1950. 8}. Pp. 358. 21s. 


[To be reviewed.] 


Gambling, an ethical discussion. A Report of the Social and In- 
dustrial Commission of the Church Assembly. London: Church 
Information Board, 1950. 83”. Pp. 69. 3s. 


[This report, which has at present only the authority of the Social and In- 
dustrial Commission of the Church Assembly which produced it, finds that ‘‘ the 
gambling contract is itself a permissible contract, that is to say, one into which 
a man may enter without necessarily committing sin.” That does not imply 
that all forms of gambling are permissible or harmless. It is held that no Stock 
Exchange transaction falls within the definition of gambling adopted in the report. 
The report finds less objection to betting on the course than to betting off the course. 
It favours the prohibition or reduction in the scale of football pools and the 
prohibition of gambling machines. ] 


Grant (M.). Roman Anniversary Issues. London: Cambridge 
University Press, 1950. 8}. Pp. xxiv + 204. 21s. 


(The purpose of this study “is to show that a large number of Roman im- 
perial coins and medallions owe their types, wholly or in part, to coincidences 
in date with important ‘ anniversary years.’ These coincidences are either 
deliberately arranged or are accidental coincidences of which acivantage is taken 
for purposes of propaganda.” Prof. Grant begins by describing the forms of 
celebration of such anniversaries and then goes on to illustrate his thesis from 
actual coinages and to identify the issues commemorating various occasions. | 
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HADFIELD (C.). British Canals. London: Phoenix House, 1950. 
8}. Pp. 259. 16s. 


(To be reviewed.] 


Hancock (W. K.). Wealth of Colonies. London: Cambridge 
University Press, 1950. 74’. Pp. 81. 7s. 6d. 
[To be reviewed.] 


Heyworth (Str GEorrreEy). Productivity. London: Lever 
Bros., 1950. 8”. Pp. 18. Privately circulated. 


(This is a — of a speech delivered by Sir Geoffrey Heyworth, the Chair- 
man of Lever Brothers and Unilever to the Annual General Meeting of his 
company in London. He dealt in considerable detail with the methods by 
which his company has succeeded in raising productivity and gave numerous 
illustrations of the savings that were patel g practicable. He discusses the 
opportunities under three heads: lay-out and equipment; organisation of work ; 
human relations. It is only if all three are successfully pursued that the best 
results can be attained. Examples are given in which factories, after the applica- 
tion both of production study and incentives, increased their output by 80% 
to 150%.] 


Industrial Australia. A study of recent expansion. Melbourne 
and London: Union Bank of Australia, 1950. 84’. Pp. viii + 78. 


[A revised and enlarged edition of a useful pamphlet noted in the Economic 
JouRNAL of December 1949. It is designed to set out, for the benefit of anyone 
who may be considering the establishment of a branch in Australia, the necessary 
background information about Australian resources, conditions ana markets. | 


JENKINS (R.), ALBu (A.), DigBy (MARGARET) and WHYTE (ANNE). 
Post-War Italy. A report on economic conditions by four observers. 
London: Fabian Publications and Victor Gollancz, 1950. 84’. 
Pp. 49. 2s. 6d. 


[An extremely interesting report by the four members of a Fabian delegation 
which visited Italy in the autumn of 1949 at the invitation of the Italian Govern- 
ment. Mr. Roy Jenkins, M.P., writes about The Italian Economy in general 
terms, and gives a fair and unbiased account of the deflationary measures im- 
posed in 1947 to improve confidence in the lira and to strengthen the balance of 
a But after giving full credit to the efficacy of these measures he comes 

ack to the central problem of low production, low investment, high unemploy- 
ment and low effective demand. He concludes “‘ there is, therefore, little indica- 
tion at present that Italy is moving towards a solution of her central problem of 
underinvestment. Until such a solution is achieved, Italy will not be making 
full use of the breathing space which is provided by Marshall Aid. This assistance 
is stabilising the political situation and greatly strengthening the technical 
position of the currency, but it is being allowed to do comparatively little to 
strengthen the real basis of the Italian economy.” In subsequent sections Mr. 
Austen Albu, M.P., writes about The Organisation of Industry, Margaret Digby 
writes about Italian Agriculture and Anne Whyte contributes notes on The 
Standard of Living.] 


Linpsay (P.) and Groves (R.). The Peasants’ Revolt 1381. 
London: Hutchinson, 1950. 9’. Pp. 184. 18s. 
[To be reviewed.] 


Masters (D. C.). The Winnipeg General Strike. University of 
Toronto Press (London : Geoffrey Cumberlege), 1950. 9’. Pp. xv + 
159. 26s. 

[An account of the General Strike which took place in Winnipeg in 1919-20. 
It was largely a test of strength between the One Big Union which had just been 
established and the Trades and Labor Congress, which was dominated by the 
Eastern Trade Union. This volume is one of a series dealing with the historical 
background of the Social Credit movement in Alberta, and it sets the General 
Strike in a larger perspective of Canadian political and industrial development. ] 
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A Memorandum on the Town and Country Planning Act, 1947. 
London: Chartered Auctioneers’ and Estate Agents’ Institute, 1950. 
83”. Pp. 10. 


(This carefully argued and responsible pamphlet reaches the conclusion that 
the provision of the Town and Country Planning Act are so complex and unworkable 
that Parts V, VI and VII of the Act, which deal with the compensation—betterment 
problem, should be repealed. In place of these Parts, the Institute would wish 
to see a system under which no compensation is payable in t of planning 
restrictions, but the owner should be entitled, in case of such restriction, to 
require the local authority to purchase at the market value.] 


NatTionaL INSTITUTE OF Economic aNnD SooiaL RESEARCH. 
Register of Research in the Social Sciences in Progress and in Plan and 
Directory of Research Institutions. London: Cambridge University 
Press, 1950. 94”. Pp.174. 15s. 


(This now well-known register of current research in the social sciences is 
classified under broad heads of subject matter. A subject index facilitates the 
discovery of research in any field. An index of names enables the work of a 
particular person to be found. A directory of research institutions completes the 
available material. The total number of research projects in the whole field 
covered is now 1265. This excludes, however, the research by private persons 
as such, and of commercial, political and similar bodies. Nor can the register 
hope to include much of the university research of senior teachers where this is of a 
private character; it can print no more than is reported to it. But as a work 
of general reference it is now well-established.] 


Neuman (A. M. DE). Consumers’ Representation in the Public 
Sector of Industry. Cambridge: Students’ Bookshop, 1950. 8}’’. 
Pp. 22. 3s. 

[This short pamphlet surveys the different types of machinery for consumers’ 
representation in the nationalised industries. © author records his impression 
that the councils and committees have as yet done very little constructive work. 
Most of them complain that consumers make little use of them. His fear is that 
they are too concerned with educating the consumer to appreciate the producer’s 
difficulties, and too little with their real task of keeping producers alive to the 
difficulties of consumers.] 


NicHotson (J. L.). Variations in Working Class Family Ex- 
penditure. University of Oxford: Institute of Statistics, 1950. 10”. 
Pp. 60. 2s. 6d. 

[A reprint of an article published in the Journal of the Royal Statistical Society.) 


Proxstock (F.). British Railways—the Human Problem. 
London: Fabian Publications and Victor Gollancz, 1950. 8}”. 
Pp. 36. 2s. 

(The author of this report argues that the present Regions of the railway 
organisation are too large to permit reasonably human relations between the 
management and the staff. More decentralisation is needed. While top-level 
consultation is satisfactory, at lower levels it is insufficient and ineffective. A 
system of promotion, in which merit as well as seniority is taken into account, is 
urgently needed. There should be more provision for training. In the Unions, 
education, research and publicity are inadequate. ‘‘ They have not fully faced 
up to their responsibilities under nationalisation.’’] 


Tew (B.). Wealth and Income. An analysis of the economic and 
financial systems of Australia and Great Britain. Melbourne University 
Press (Cambridge University Press), 1950. 83’. Pp. ix + 307. 21s. 

[To be reviewed.] 


THomson (D. F.). Economic Structure and the Ceremonial 
Exchange Cycle in Arnhem Land. Melbourne and London : Macmillan, 
1949. 8}. Pp. 106. 12s. 6d. 


[A preliminary account of one aspect of the culture of some tribes of the 
Northern Territory of Australia by an anthropologist who lived with the people 
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of Arnhem Land for over four years. The author brings to light the existence of a 
widely-ramifying ceremonial exchange system remarkably similar to the Kula- 
cycle of South-East New Guinea first described in detail by Malinowski. The 
book should be of special interest to economists, exhibiting, as it does, a process 
of exchange that seems to defy analysis in terms of normal utility theory. Yet, 
given the ideology of these peoples, the whole system makes sense, and in- 
cidentally is by no means non-utilitarian, even though the familiar market- 
mechanism is lacking, and even though the making of gifts without explicit 
reference to ultimate requital is the main motivation of the circulation both of 
ceremonial and utility objects. The author also finds that the comparatively 
recent influence of Indonesian traders has, if anything, led to a proliferation of the 
cycle, imports from Malay and elsewhere penetrating farther inland than would 
have been the case under normal foreign trade motivation. It is to be hoped that 
Dr. Thomson will follow up this short but valuable study with a more detailed 
account of the whole culture of the area.] 


VinER (J.). The Customs Union Issue. London: Stevens & 
Sons, 1950. 83”. Pp. viii + 221. 20s. 

[To be reviewed.] 

WuytTe (L. G.). Principles of Finance and Investment, 2 vols. 
London: Cambridge University Press, Vol. I, 1949, Vol. II, 1950. 
83". Pp. x + 192 and vii + 176. 12s. 6d. each volume. 

[To be reviewed.] 

Wootton (BarBaRA). Testament for Social Science. An essay 
in the application of scientific method to human problems. London : 
Allen & Unwin, 1950. 84’. Pp. vii +197. 15s. 

[To be reviewed.] 

Workers’ Control. Sydney: Fabian Society of New South Wales, 
1950. 8”. Pp. 24. Is. 

[While this pamphlet is primarily concerned with Australian problems it 
draws heavily on British experience and discusses in terms of the English literature 


of the subject the place of workers’ control in socialist thought, the objectives, the 
objections and the constructive possibilities.] 


American. 


ANDERSON (W. A.). Marriages and Families of University 
Graduates. Ithaca, New York: Cornell University Press (London: 
Geoffrey Cumberlege), 1950. 9”. Pp. xii+ 51. 8s. 

(This report is based on a study of the marriages and families of Cornell 
University graduates of 1919, 1920and 1921. Itisreasonable to assume that these 
classes represent completed families, so far as child-bearing goes. The results 
are based on a questionnaire returned by 82% of the 81% of the graduates whose 
addresses were known, and thus covering about two-thirds of the original 
graduates. It has been possible from the information secured to estimate the 
ratios of the college graduates marrying to those of the same sex in the general 
population, to analyse age at marriage, relative ages of spouses, numbers of 
children, intervals between them, the length of the child-bearing period and a 
great many other phenomena of interest.] 


Ba.LESTER (J. H.). A Brief Comparison between the Ordinary 
Life Contracts of Ten Insurance Companies. New York: Graduate 
School of Business of Columbia University, 1950. 9’. Pp. 29. 

[As its title indicates, this pamphlet examines the principal differences 
between the contracts of ten insurance companies. The differences are analysed 
under some sixteen heads, and it is explained where and why the differences appear 
and what they signify.] 

Braun (K.). The Right to Organize and its Limits. A comparison 
of politics in the United States and selected European countries. 
Washington D.C. : Brookings Institution, 1950. 9’. Pp. xiii + 331. 
$3.00. 

[To be reviewed.] 
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CaRPENTER (J. T.). Employers’ Association and Collective Bargain- 
ing in New York City. Ithaca, New York: Cornell University Press 
(London : Geoffrey Cumberlege), 1950. 9’. Pp. xiii +419. 36s. 

[To be reviewed.] 


CLEMENCE (R. V.) and Doopy (F. 8.). The Schumpeterian 
System. Cambridge, Mass.: Addison-Wesley Press, 1950. 84”. 
Pp. 117. $2.50. 

[To be reviewed.] 


Doopy (F.S.), (Ed.). Readings in Labor Economics. Cambridge, 
Mass. : Addison-Wesley Press, 1950. 9’. Pp. viii + 481. $3-75. 


[This volume of Readings produced by a photographic process from the 
original texts of articles, is designed to supplement American college courses in 
Labor. For that reason, the articles selected are almost exclusively from 
American journals and deal with the American applications of the various aspects 
of labor economics. Within these self-imposed limits of objective, the selection 
is good and useful. It covers the fields of organisation, incentives, forms of 
wage-payment, differentials, minimum wages, causes of strikes, collective 
bargaining, trade union wage policies, wage policy and business cycles, and social 
security.] 

E1ster (A. W.). The United States and the A.B.C. Powers 
1889-1906. Dallas, Texas: Southern Methodist University Press, 


1950. 9’. Pp. 92. $1.50. 

[A study of the effects of the Spanish-American War on the diplomatic and 
economic relations of the U.S.A. with Argentina, Brazil and Chile.]} 

HarTLey (R. W.) in collaboration with WoLkKIND (ELEANOR). 
America’s Capital Requirements. Estimates for 1946-1960. New 
York : Twentieth Century Fund, 1950. 11”. Pp. 244. $3.00. 

[To be reviewed. ] 


Herrine (Harriet L.). Passing of the Mill Village. Revolution 


-in a Southern Institution. Chapel Hill: North Carolina Press 
_(London : Geoffrey Cumberlege), 1950. 8’. Pp. vii + 137. 24s. 


he cotton-mill village, owned by the management, was an institution in 
the Southern States. It is now passing as mills sell their villages and workers 
are acquiring their own houses. This passing has all sorts of secondary effects 
on the character and local government of the villages and on local politics. 
This monograph shows why managements have been led to sell, and traces the 
changes in mill-village life due to sales.) 


Kapp (K. W.). The Social Costs of Private Enterprise. Cam- 
bridge, Mass. : Harvard University Press (London : Geoffrey Cumber- 
lege), 1950. 8”. Pp. xii + 287. 30s. 

[To be reviewed.] 


KimspaLL (M.). Corporate Finance, Principles and Practice. 
Ames, Iowa: Littlefield, Adams, 1949. 8”. Pp. viii + 305. 


[This book provides a summary of methods of finance of firms in the U.S.A. 
It appears to be written for the student of commerce or business organisation 
rather than of economics, as the principles discussed are those of elementary 
accountancy not of economics. It is clearly written, but contains so much 
condensed matter that it cannot be described as readable.] 


KozmetTsky (G.). Financial Reports of Labor Unions. Harvard 
University : Graduate School of Business Administration, 1950. 8’. 
Pp. xi + 280. $3.50. 

[This monograph, by an Instructor in the Harvard Business School, throws 


light on the changing character of Union Reports. While most of them are at 
pains to set out accurately and scrupulously the receipts and disbursements, 
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the author finds that the detail does not enable either members or the public to 
ascertain the cost of union activities or the exact nature of these activities.] 


Major Problems of United States Foreign Policy, 1950-1951. Wash- 
ington D.C.: Brookings Institution, 1950. 9’. Pp. xiii + 416. 
Cloth $3.00. Paper $1.50. 


[To be reviewed.] 


MILLER (D.C.). Taxes, the Public Debt, and Transfers of Income. 
Urbana: University of Illinois Press, 1950. 10”. Pp. xi + 153. 
Cloth $3.00. Paper $2.00. 


[To be reviewed.] 


Mints (L. W.). Monetary Policy for a Competitive Society 
New York and London: McGraw-Hill, 1950. 9”. Pp. vii + 236. 
25s. 6d. 

[To be reviewed. ] 


Mou ton (H. G.). The Dynamic Economy. A dialogue in pay 
form. Washington D.C.: Brookings Institution, 1950. 7}’’. Pp. 
vii + 238. $2.00. 


[This is a dialogue, in three acts, in which the characters describe and represent 
the forces which have led to the growth of productivity in the American economy. 
A Greek Chorus of anonymous Rae disputes with named characters through 
a series of scenes set in each decade from 1850. The latter include such as 
Cyrus McCormick, William Ogden, Andrew Carnegie, Graham Bell, Edison, 
Gompers, Sharman, F. W. Taylor, Henry Ford. The moral is pointed at the end 
by the teacher who acts, so to speak, as Chorus leader: ‘‘ we have looked at 
American life a century ago with its bitterly hard work and its low plane of 
living, and we have asked with the economists of that day whether there was 
hope for the future. We have seen how over the century, our private enterprise 
system has succeeded in progressively raising the standards of living of the 
American people.’’) 


Netson (B. N.). The Idea of Usury. From Tribal Brotherhood 
to Universal Brotherhood. Princeton University Press, 1949 
(London: Geoffrey Cumberlege, 1950). 8’. Pp. xxi + 258. 20s. 


[To be reviewed.] 


NusssBaum (A.). Money in the Law, National and International. 
A comparative study in the borderline of law and economics. Brooklyn : 
Foundation Press, 1950. 9%”. Pp. xxxii + 618. $8.00. 

[To be reviewed]. 


Papers of the Michigan Academy of Science, Arts and Letters. 
Vol. XXXII (1946). Edited by E. S. McCartney and H. van der 
Schalie (1948. Pp. xiv + 522. 60s.) Vol. XX XIII (1947). Edited 
by E. 8. McCartney and F. K. Sparrow (1949. Pp. x + 414. 60s.) 
Vol. XX XIV (1948). Edited by E. S. McCartney and F. K. Sparrow, 
(1950. Pp. xiii + 350. 55s.) Ann Arbor: University of Michigan 
Press (London : Geoffrey Cumberlege, 1950). 

[Each of these three annual volumes contains one paper within the field of 
economics. In the 1946 volume is a paper by Samuel M. Levin entitled 
‘* Thoughts on Industrial Democracy.” The 1947 volume includes a paper on 
‘“‘ Japan’s Foreign Trade—A Proposal,” by Harry G. Brainard. That for 1948 
rints a paper on “ Long-run and Short-run Changes in Productivity and their 

ffects on Employment,” by Daniel B. Suits. Among other papers, most of 
which are devoted to scientific subjects, are various papers on geography which 
touch on the field of economics.] 
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PLANNING PAMPHLETS. No. 71. The Development of a Policy for 
Industrial Peace in Atomic Energy. By D. B. Strauss. Pp. viii + 103. 
$1.00. No. 72. A Framework for Long-Range Agricultural Policy. 
By O. Heline and D. R. Kaldor. Pp. viii + 68. 50cents. Washing- 
ton D.C. : National Planning Association, 1950. 7}’’. 

[The first of these pamphlets deals with the problems of strikes and labour 
relations in atomic energy plants. After a strike threat at Oak Ridge, the 
President appointed a Commission to suggest the best methods of conducting 
labour relations in the atomic-energy industry. This pamphlet reprints the 
report and discusses it. The Commission did not recommend special legislation, 
but preferred more orthodox methods of collective bargaining. A Labor Re- 
lations Panel was appointed to take jurisdiction and to use its ‘ full discretion 
in the use of all voluntary procedures to end the dispute by mutual agreement.” 
The pamphlet records the results of the first operations of the Panel. The 
second pamphlet considers in general terms the methods of raising the incomes 
of people now in agriculture. The authors reject those methods which will in- 
crease agricultural incomes by transfer from the rest of the Community and do 
not regard export-dumping as an appropriate technique. Pricing policies 
should be directed to the efficient use of resources and not to the redistribution 
of income. Their positive proposals are almost wholly directed to the improve- 
ment of agricultural productivity.] 


Sevuery (G.C.). The Renaissance, its nature and origins. Madison, 
Wisconsin: University of Wisconsin Press, 1950. 8”. Pp. 296. 
$3.75. 


[A text, at the sixth form or first-year undergraduate level, which deals in 
lively fashion with all aspects of the renaissance. Six pages deal in rather summary 
fashion with the economic aspects, stressing particularly the influence of the 
Church on economic thought and practice.] 


Seuznick (P.). TVA and the Grass Roots. A study in the 
sociology of formal organization. Berkeley and Los Angeles: Uni- 
versity of California Press (Cambridge University Press), 1950. 9”. 
Pp. ix + 274. 28s. 

[To be reviewed.] 


Sonne (H. C.). “ Economics’”’ as applied to Government Fiscal 
Policy and Debt Management. New York: Sanders Printing Cor- 
poration, 1950. 74’. Pp. 29. 

[The author, Mr. Christian Sonne, Chairman of the Board of Trustees of the 
National Planning Association, argues that it must be recognised “‘ that there are 
certain periods of bad times when a deficit is not only permissible but helpful.” 
If, however, deficit financing were to result in reckless spending, an annual 
balanced budget may be the lesser evil. If money is to be kept sound and tax 
rates are to be reasonable, debt must not increase too rapidly. That implies 
—— in good years. What is wanted is the right balance between practice 
and theory.] 

TasBot (P.), (Ed.). South Asia in the World Today. University 
of Chicago Press (Cambridge University Press), 1950. 9’. Pp. 
x + 254. 30s. 

[To be reviewed.] 

THompson (V. A.). The Regulatory Process in OPA Rationing. 
New York: King’s Crown Press, Columbia University (London : 
Geoffrey Cumberlege), 1950. 9’. Pp. xi + 466. 37s. 6d. 

[To be reviewed.] 

Indian. 


Annual Market Review 1949. Bombay: Premchand Roychand, 
1950. 9}. Pp. 87. 


[An account of market trends in all the different sectors of the Indian economy. 
It includes discussions of events in the money and foreign-exchange market, 
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in raw materials, manufactured textiles and the precious metals, and has a series 
of useful statistical tables covering all these fields.] 


Dry (H. L.). Policy of Protection in India. A _ retrospect. 
Poona: Gokhale Institute of Politics and Economics, 1950. 94”. 
Pp. 25. 1s. 6d. 


[A most interesting lecture on the actual procedures and workings of the 
Indian Tariff Board, first during the pre-war period, and later after its functions 
had been re-defined in 1945 and again in 1948.] 


Karve (D. G.). Public Administration in Democracy. Poona : 
Gokhale Institute of Politics and Economics, 1950. 9}. Pp. 
61. 3s. 


[A very vigorous and lively discussion of modern administration as it works 
out in a democracy under the conditions of to-day. Prof. Karve has read widely 
and draws freely on recent British experience and writings. His essay deserves 
to be read not only in India but in all democratic countries.]} 


Menta (J. K.) and Acarwa.a (S.N.). Public Finance, theory and 
practice. Allahabad: Kitab Mahal, 1949. 83”. Pp. xiii + 704 + 
ix. 

[To be reviewed.] 


PopuvaL (R. N.). Recent Trends in India’s Foreign Trade. 
Delhi: Premier Publishing Company, 1950. 7’. Pp. 83. 


[Two lectures delivered at Madras University during February 1950. The 
first deals with the changing pattern and distribution of India’s foreign trade. 
The second deals with the commodity balance of trade and the need to stimulate 


exports. ] 
French. 


Auuals (M.). Abondance ou Misére. Paris: Librairie de Medicis, 
1946. Pp. 132. 


[M. Allais’ theoretical work has received considerable ye me abroad in 
recent years. Readers will welcome his views on current planning problems, 
but it is a pity that they should only become available to them four years after 
the events which they seek to interpret. M. Allais’ general thesis is that the post- 
war problems in France overshadowed by inflation are soluble only if the atultify. 
ing effects of physical controls are got rid of. The alternative to controls roe ¢ a 
debilitating inflation is the establishing of a competitive economy tempered by 
redistribution of wealth. To quote the words of the author, ‘‘ the exigencies of 
life do not admit of a perfect solution, but an approach to a solution is afforded 
by the a —— of the competitive principle accompanied by an pes ane me 
policy of redistribution, and this is infinitely preferable to the central planning 
solution. The advantages of the latter exist only in the imaginations of its 
protagonists and is to be condemned as much in practice as in theory ” (p. 88). 
Although it has been pointed out that M. Jacques Rueff’s Jana aux Dirigistes 
resembles Meade’s Planning and the Price Mechanism, dance ou Misére 
bears an even stronger resemblance. For the foreign ~¥ 0 the pungent style 
and clarity of expression should give much enjoyment.] 


Institut National de la Statistique et des Etudes Economiques. 
L’Asie Soviétique. Paris: Presses Universitaires de France, 1949. 
94”. Pp. 232. 500 frs. 


[The purpose of this study is to afford the reader material for the appraisal 
of the economic exploitation of Soviet Asia, particularly in recent years. The 
authors distinguish four areas, North Siberia, the Urals, East Siberia and Central 
Asia and consider their geographical features, supplies of natural resources and 
transport facilities in detail. Although, as would be expected, the study is 
hampered by lack of sufficient statistical information for the framing of historical 
comparisons, the authors appear to have combed all available sources and have 
presented a most interesting picture of Soviet economic expansion and of the 
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economic relations between the Soviet and its Eastern neighbours. Some useful 
maps are included in a folder at the back of the volume.] 


LAUFENBURGER (H.). Economie Financiére en Trois Legons. 
Paris: Recueil Sirey, 1950. 9’. Pp. 140. 


[In these essays, Prof. Laufenburger maintains that it is necessary to shift 
the emphasis in the teaching of public finance away from the study of tax problems, 
which were considered in detail*by the Italian School, towards the study of the 
effects of the growth of the positive intervention of the State in the economy 
via bud«etary and monetary policy. This is quite in keeping with current 
thought in the Anglo-Saxon world, but the author attempts the impossible in 
trying to set out ‘‘en pleine lumiére ”’ the full implications of developed budgetary 
and financial techniques in three easy lessons. The second essay describes the 
extent of the growth of the public sector in a number of countries by reference to 
such factors as the growth in the number of Civil Servants, the growth in public 
income and expenditure, etc., and, on the whole, is precise and accurate, par- 
ticularly in the sections on the redistribution of income. The third chapter, 
which considers monetary policy, is not so successful. The points made concern- 
ing the limitations of monetary policy in influencing the level of activity are familiar 


“enough. It is somewhat disturbing to find that the only references to Keynes and 


Harrod in the discussion of inflation are to the “‘ General Theory ” and ‘‘ Trade 
Cycle,” both of whom have so skilfully analysed inflation in macro-economic 
terms in more recent times. In consequence, the author’s discussion of savings 
and investment is best ignored. It is not essential to the author’s argument, 
and it will only annoy the monetary theorist.] 


Marounat (J.). Cours d’Economie Politique. Paris: Librairie de 
Medicis, 1950. Pp. 938. 


[This massive volume provides a first-year course in economics in which 
special emphasis is laid upon the prescriptive nature of our study. The first 
part, some 300 pages, is a potted economic history interspersed with comments 
on contemporary ‘‘ Dogmengeschichte ’’ of a rather pedestrian nature. One 
chapter stands out from the rest. There is an unusually clear account of 
modern scientific method in economics in which reference is made to the use of 
analysis (including elementary difference equations). The distinction between 
theoretical, historical and ‘‘ previsional ’’ models is a neat one. It is a pity that 
this chapter is not used as the morphological foundation of this work. The book 
passes on to a straightforward account of price theory incorporating a useful 
synthesis of modern theories of imperfect competition and closing with a long- 
winded digression on the meaning of value in economics. In the Money and 
Banking section, it takes the writer a long time to make contact with the really 
interesting problems. When eventually problems of monetary expansion and 
contraction are dealt with, no general theory is advanced and the first-year student 
is left to take his pick of a bewildering number of individual theories. Two 
general criticisms might be advanced. No clear-cut account is given of the 
framework of the economic system—a necessary pre-requisite for the study of 
monetary theory. Lastly, the text is too elementary to provide the student 
with the necessary background for the impressive bibliography provided for him. 
For example, the discussion of monetary theory eventually reaches the Fisher 
equation, but from there the student is referred to Robertson’s ‘‘ Essays in 
Monetary Theory ’’ and Myrdal’s ‘‘ Monetary Equilibrium,” to name only the 
better known.] 


Weer (J.). Problémes d’Economie Internationale. Paris : 
Presses Universitaires de France, 1950. 94’’. Pp. 333. 800 frs. 


[To be reviewed. ] 
Belgian. 


JacquEMyns (G.). La Société Belge sous Occupation Allemande 
1940-1944. Alimentation et état de santé. Pp. 538. Mode de vie. 
Comportement moral et social. Pp. 502. Les travailleurs deportés 
et leur famille. Pp. 143. Brussels: Nicholson & Watson, 1950. 9}’’. 


[To be reviewed.] 
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German. 


ARNIM (W. von). Strukturwandlungen und Nachkriegsprobleme 
der Wirtschaft Danemarks. Kiel: Institut fiir Weltwirtschaft, 1950. 
8”. Pp. 65. DM 3.50. 

[To be reviewed.] 


BINDER (R.). Die Belastung durch die persénliche Einkommen- 
steuer in Deutschland, England und den Vereinigten Staaten. Kiel : 
Institut fiir Weltwitschaft, 1950. 8”. Pp. vii + 196. DM 15. 


[The result of detailed statistical comparisons is to show that the general 
level of income taxation in Germany is about four times as much as in the U.S. 
and 50% above that in Great Britain. This result is obtained by comparing 
income levels at the official exchange rates. The complexities of international 
comparisons of tax burdens emerge clearly from this attempt. ] 


CaRELL (E.). Unternehmergewinn und Arbeitslohn. Munich : 
Richard Pflaum, 1950. 93”. Pp. 174. DM 18. 


[To be reviewed.] 


Geox (L. H. A.). Sozialpolitische Aufgaben. Tiibingen: Mohr, 
1950. 9’. Pp. 62. DM 2.40. 


[This booklet contains the text of two lectures given by the author at Bonn 
University. The first deals with the social importance of economic education, 
the second with that of personnel policy. The papers are preceded by a more 
general discussion of the tasks of social policy. The author is a well-known 
authority in his field, and displays wide historical and factual knowledge in dis- 
cussing his subject.] 


Heeckt (H.). Strukturwandlungen und Nachkriegsprobleme der 
Wirtschaft Norwegens. Kiel: Instituts fiir Weltwirtschaft, 1950. 
8”. Pp. 48. DM 2.50. 


(The study first describes the economic structure of Norway and then pro- 
ceeds to a discussion of present economic policies and planning objectives. The 
“social accounts’ for Norway are briefly but adequately described. A final 
chapter describes the special locational advantages and disadvantages of the 
country within a more integrated Western European system.]} 


HERLEMANN (H. H.). Die Versorgung der westdeutschen Land- 
wirtschaft mit Mineraldiinger. Kiel: Institut fiir Weltwirtschaft, 
1950. 8”. Pp. 74. DM 4. 


[This study represents the results of a report on the supply of fertilisers to 
agriculture in Western Germany, made to the Minister of Food at the request of 
the Bi-Zonal Economic Council. The report deals successively with requirements, 
production and sales conditions. It stresses the unsatisfied requirements (esti- 
mated at 70% above present consumption) and argues against a reduction of 
productive facilities under the dismantling programme. The need for farmers’ 
education is also stressed. ] 


Hornscuu (H. E.). Die Entwicklung des Finanzausgleichs im 
Deutschen Reich und in Preussen von 1919 bis 1944. Kiel: Institut 
fiir Weltwirtschaft, 1950. 8”. Pp. xiv +198. DM 12. 


[To be reviewed.] 


PuatTE (R.). Der Weltgetreidemarkt nach dem zweiten Weltkrieg. 
Berlin: Paul Parey, 1950. 8’. Pp. 233. 


[A statistical study of the position and outlook for production, trade and 
rices of the main grain products. After a detailed consideration of bullish and 
arish price influences, the author concludes that the bearish influences will 
predominate and prices will gradually come down, more or less as envisaged by 
the International Wheat Agreement. No bad or sudden break in prices is 
expected.] 
No. 240.—voL. Lx. 3K 
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Stettine (Itsz). Die Sozialisierung des Kohlebergbaus in 
Grossbritannien. Kiel: Institut fiir Weltwirtschaft, 1950. 8”. 
Pp. vi + 71. 

[This is a straightforward, purely descriptive account of the movement 
towards nationalisation of coal mining in Great Britain, from the days before 
the First World War to the present time. This being a topical subject at the 
present time in Germany, the book with its facts will no doubt be useful to 
German readers. To British readers it offers little, since there is no attempt at 
economic analysis or judgment. Such issues as proper pricing or investment 
policies for nationalised industries are avoided. ] 


StissEr (R.). Standort und Planung der deutschen Kraftfahrzeug- 
industrie. Bremen-Horn: Walter Dorn, 1950. 8”. Pp. 84. DM 4. 

[This study of the localisation problems of motor-vehicle production in 
Western Germany arrives at the conclusion that the main demand for new 
investment in this industry will be in the production of tractors and motor cycles ; 
that for both types of production the best form of organisation is a big plant in a 
large town; but that the production of components and accessories can be 
suitably decentralised. The inquiry proceeds from locational theory, as applied 
to the industry, to locational policy; and in this latter respect the author is 
inclined to favour the expansion of the industry in its present centres of pro- 
duction.] 


WEBER (A.). Dogma und Wirklichkeitssinn in der Sowjetwirtschaft. 
Munich: Verlag der Bayerischen Akademie der Wissenschaften, 1950. 
9”. Pp. 52. DM 3.50. 

[To be reviewed.] 

Weser (A.). Weltwirtschaft. Berlin: Duncker & Humblot, 
1950. 9”. Pp. xiii + 464. DM 15. 

[To be reviewed.] 

Die Weltwirtschaft mitte 1950. Kiel: Institut fiir Weltwirtschaft, 
1950. 113”. Pp.91. DM5 

[To be reviewed.] 


Austrian. 


.. WEBER (W.). Wirtschaftswissenschaft und Wirtschaftspolitik in 
Osterreich. Vienna: Springer, 1949. 93”. Pp. 85. 11s. 6d. 


[This book represents a catalogue and classification of economists, public 
finance experts, statisticians and business economists who have taught in Austria. 
je story starts with early cameralism in the seventeenth century during the 

gn of ~~ eror Leopold I, and is thus by no means confined to the ‘‘ Austrian 


School. “ e schools distinguished are the cameralists, classics (two pages 
only !), PF historians, normative school, the ‘‘ Austrian School,’’ and 
the modern “ organics.” The second part describes the influence of economic 


doctrines on economic policy, the activities of economists in policy and of 
politicians in economic science. The book is also addressed to students of eco- 
nomics, but is too much in the nature of a catalogue of names and titles to take 
the place of a real Dogmengeschichte.]} 


Swiss. 


BacHMANN (H.). Westeuropiische Wirtschaftsunion oder wist- 
schaftliche Zusammenarbeit? Zurich and St. Gallen : Polygraphischer 
Verlag, 1950. 8”. Pp. viii + 48. 


[To be reviewed. 
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Dutch. 


EKKER (M. H.). Equilibrium of International Trade and Inter- 
national Monetary Compensations. The Hague: Central Planning 
Bureau, 1950. 94’. Pp. 41. 

[A reprint of an article that appeared in Weltwirtschaftliches Archiv, 1950, 
Heft 2. It represents an attempt to dissect a system of trade movements so as 
to show the equilibrium movement of the system. For this purpose the author 
distinguishes the bilateral equilibrium component, the circular equilibrium 
component, the flowing component and the net positions component.] 


Export Promotion and the Drive for Dollars. The Netherlands 
benefit by Marshall Aid. Rotterdam: Rotterdamsche Bank, 1950. 
103”. Pp. 45. 

[An account, in English, of the measures that the Netherlands have adopted 
to stimulate dollar exports. In 1947 Dutch exports were equivalent to only 
44% of the imports; by the last quarter of 1949 they had reached 84%. To 
promote dollar exports 10% of the net export proceeds are at the free disposal 
of exporters. Various organisations, together with special trade Commissioners, 
have been created. Facilities are being developed for holding stocks in the 
United States. None the less, a final section emphasises the immense advantages 
which the Netherlands have derived from the existence of Marshall Aid.] 


Italian. 


Coscrani (C.). Elementi di economia politica. Third, revised 
edition. Padua: Cedam, 1950. 9’. Pp.370. 9001. 


[The third edition of a fairly elementary text-book; it is not stated when it 
was first published, nor to what extent it has been brought up to date.] 


Coscrant (C.). La riforma tributaria. Analisi critica del sistema 
tributario italiano. Florence: “‘La Nuova Italia,” 1950. 74”. 
Pp. 374. 13001. 


[A critical description and analysis of the Italian system of taxation, which 
is offered as a preliminary to a general reform.] 


INSOLERA (F.). Teorica dell’ammortamento. Turin: Einaudi, 
1950. 93”. Pp. 303. 24001. 

[A mathematical treatise on the amortisation of capital. It contains a general 
discussion of the problems from the actuarial and financial points of view. To- 
gether with the Theory of Capitalisation, announced in this JouRNAL, March 1950, 
it completes the author’s Treatise of Actuarial Science.] 


Stark (W.). La storia dell’economica in relazione allo suiluppo 
sociale. Milan: L’Industria, 1950. 93”. Pp. 82. 5001. 

[An Italian translation of the author’s History of Economics in its Relation to 
Social Development, published in 1944 and reviewed in the December 1945 issue 
of the Economic JouRNAL. |] 

Viner (F.). Istituzioni di Economica. Bologna: Cesare Zuffi, 
1950. 10’. Pp. 370. 

[To be reviewed.] 


Danish. 


Brems (H.). Advertising, the Desire to Purchase and Purchasing 
Power. Copenhagen: Einar Harcks Forlag, 1950. Pp. 148. 

[A theoretical analysis, in Danish, of advertising and the equilibrium of a single 
firm and an oligopolistic industry and a discussion of the effects of advertising 
on the level of employment. ] 
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Spanish. 


Sarpa (J.). Una Introduccién a la Economia. Barcelona : 
Bosch, 1950. 9’. Pp. 238. 60 ptas. 


[This book is designed to make some of the more recent contributions to 
economic thought available to Spanish readers. It starts from the national 
resources of labour and capital and proceeds from them to the national income 
and the balance of payments. It goes on to trace the relations of public finance 
and budgetary policy to national income. Subsequent sections deal with the 
organisation of production, with consumer demand, competition, monopoly 
and imperfection competition. Next the rewards and supplies of factors are 
analysed. Finally, we come to the determination of the level of activity and 
income, monetary supplies and policies, the effects of liquidity preferences, and 
the problems of fluctuations and their avoidance. The author is Professor of 
Economics and Public Finances in the University of Barcelona.] 


Egyptian. 


Cuatom (G.). La Détermination Fiscale des Bénéfices Com- 
merciaux et Industriels en Egypce et les Recours Contentieux. Cairo : 
8.0.P. Press, 1949. 10”. Pp. 165. P.T. 40. 


[This work combines a detailed examination of the legal framework of the 
profits taxes imposed in Egypt since shortly before the Second World War with a 
discussion of the comparative effects of this type of taxation in both Egypt and 
France.] 


Czechoslovakian. 


Ersan (E.). Budget of Peace and Social Progress. Prague : 
Orbis, 1950. 8”. Pp. 62. 


[An account, in English, of the work of the Czech Ministry of Labour and Social 
Welfare. ] . 


Work for all or Unemployment. Prague: Orbis, 1950. 8”. 
Pp. 126. 


[This book seeks to contrast the ever-present spectre of unemployment in 
the Capitalist countries—suitably documented from some of the more critical 
articles of The Economist and The New Statesman and Nation—with “‘ the liquida- 
tion of unemployment by peaceful methods,” to be found in the U.S.S.R. and its 
satellites. ] 


Official. 
BRITISH. 


British TRANSPORT Commission. Report and Accounts for 1949. 
London : H.M. Stationery Office, 1950. 93”. Pp. viii + 408. 8s. 


[This report, which covers the Calendar year 1949, describes the progress 
made in carrying out the various objectives of the Transport Act of 1947. Since 
capital investment had to be limited by general economic considerations, the 
progress could not be rapid, and has largely taken the form of acquisition of under- 
takings and preparations for their co-ordination and i :itegration. There is a 
brief discussion of the charges scheme now under consideration and a fuller 
discussion of the financial problems of the Commission. The greater part of 
the report is given up to the activities of the various Executives, and to financial 
and operating statistics.] 


CoLony oF TRINIDAD AND ToBAGo. Quarterly Economic Report, 
April-June 1950. Trinidad: Central Statistical Office, 1950. 11”. 
Pp. 32 and tables. 12 cents. 


[This is the first of a new enlarged series of quarterly reports on the economic 
position of Trinidad and Tobago, which is planned on a generous and very in- 
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formative scale. The introductory comments on the trend of the economy suggest 
that, while during the last quarter activity was higher and the balance of payments 
favourable, this was largely the consequence of a rise in the value of exports. 
There is some danger that import prices will tend to follow the rising trend of 
export prices, so that an adverse change in the terms of trade is likely and would 
produce serious difficulty. The most disturbing feature is the failure of crude oil 
production to expand. Unless new oil reserves can be found, the economy will 
have to depend increasingly on the sale of other products. ] 


Industrial Development in the British Territories of the Caribbean. 
Report prepared by the British member of the Industrial Survey 
Panel appointed by the Caribbean Commission. 3 vols. London: 
Colonial Office, 1950. 13’. Pp. 194, 264 and 198. 


[To be reviewed.] 


Unton oF Soutu Arrica. Fourth Annual Report of the Registrar 
of Banks for the Period ended 31st December 1949. Pretoria : 
Registrar of Banks and Building Societies, 1950. 13”. Pp. 36. 
2s. 6d. 


[This further Annual Report contains full statistical information about the 
assets and liabilities of the commercial and other banks of the Union of South 
Africa.] 


AMERICAN. 


Catalog of United States Census Publications 1790-1945. Pre- 
pared by H. J. Dubester. Washington D.C.: U.S. Department of 
Commerce, Bureau of the Census, 1950. 9”. Pp. 320. 


[A hand-list of some 3600 publications issued from the Bureau of the Census 
between 1790 and 1945. It possesses a useful subject index which, together with 
the subdivision of the list into sections, makes it easy to find a list of publications 
dealing with any particular subject.] 


Eighth Report to Congress of the Economic Co-operation Adminis- 
tration, for the quarter ended March 31, 1950. Washington D.C. : 
U.S. Government Printing Office, 1950. 9’. Pp. x + 137. 40 cents. 


[This report, covering the first quarter of 1950, is a useful supplement to the 
larger E.C.E. reports produced in Geneva and the various reports which emanate 
from O.E.E.C. in Paris. It contains, apart from valuable comment, a large 
number of statistical tables covering not only the recovery of European production 
and the development of European exports, but also the uses of counterpart 
funds, the forms which aid has taken, the types of technical assistance and 
numerous other relevant facts about which information is not elsewhere readily 
accessible. ] 


The Midyear Economic Report of the President, transmitted to the 
Congress July 26, 1950. Washington D.C.: United States Govern- 
ment Printing Office, 1950. 9’. Pp. 160. 


(This report emphasises the recovery from the recession of 1949. The rate 
of production of goods and services in the first half of 1950 was about 5% above 
the rate of mid-1949. Business investment had shown the largest increase 
among expenditures, being $10-6 billion or about 33% greater in the first half of 
1950 than in the second half of 1949. This was mainly a switch from inventory 
liquidation to inventory accumulation. At the same time residential construction 
had risen by about 25%. Once agnin a foreign observer cannot but be impressed 
and surprised at the almost exclusively inward-looking character of this survey. 
There are no more than half a dozen pages about the economic effects of the 
United States relations with the outside world. It is, however, increasingly 
apparent that the closing of the dollar gap is coming much more from a decline 
of exports than an increase of imports. The post-devaluation dollar value of 
imports in the first half of 1950 was about 3% greater than in the first half of 
1949, while the value of exports was about 25% less.] 
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INDIAN. 


GOVERNMENT OF INpIA. MINistRY OF COMMERCE. National 
Income of British India and the Union Provinces, 1945-46. 1949. 
Pp. 16. National Income of the Indian Union Provinces, 1946-47. 
1950. Pp. 17. New Delhi: Government of India Press. 9}”. 


[These estimates of the Indian national income for 1945-46 and 1946-47 
are based on the concept of ‘‘ net national income produced within India at 
factor cost.’ The presentation is laconic and no indication is given of the 
probable margins of error of particular items. The authors give up in despair, 
however, an attempt to include the former Indian States. The estimates would 
indicate an average income per head of Rs. 198 for British India and Rs. 204 for 
the Union Provinces, as they stood after partition, in 1945-46; the real income 
in 1946-47 was about the same, but a rise of some 12-5% in prices meant an 
income of about Rs. 228 per head for the Union Provinces in current prices.] 


Goswami (M. N.). A Survey of Rural Economic Conditions in 
Darrang. Shillong: Assam Government Press, 1950. 103”. Pp. 
58. 


[A sample survey in a District of Assam.] 


A Note on Balanced Cultivation. New Delhi: All-India Congress 
Committee, 1950. 93”. Pp. 58. Re. 1/-. 


[This report starts with various alternative assumptions regarding the caloric 
requirements per head of population and estimates the deficiencies of various 
foods and raw materials. It is estimated that, compared with the ideal levels 
of consumption set out, the overall deficit in food supplies will be of the order of 
54% by 1951.] 


Our Immediate Programme. New Delhi: All-India Congress Com- 
mittee, 1950. 84’. Pp. 99. Rs. 2. 


[The report of a Planning Conference held in New Delhi during April 1950. 
It includes speeches by a number of Ministers. But the most important contents 
are the Resolutions of the Conference and the Immediate Economic Programme 
that was generally approved. The programme is in qualitative and desiderative 
terms, rather than in terms of an attempt to measure statistically the available 
resources and the competing claims upon them. The main emphasis is on 
growing more food and producing more of the essential raw materials and 
consumers’ goods by means that will give productive employment to the un- 
employed and under-employed. But this must be reinforced by increased in- 
vestment made possible ‘* by mopping up surplus purchasing power in sectors least 
habituated to capital formation through a scheme of voluntary but nation-wide 
austerity,”’ as well as by the removal of ‘‘ restrictive unplanned and outmoded 
controls ’’ and their replacement by others more appropriate to present needs.] 


Dutcu. 


Lisman (J. H. C.). Econometrics, Statistics and Thermodynamics. 
The Hague: Netherlands Postal and Telecommunications Services, 
1949. 93”. Pp. 104. 


[Dr. Lisman attempts to explain certain frequency distributions, in which 
the Dutch Post Office is interested: they include various kinds of financial 
transactions with the Postal Cheque and Transfer System and with the Post Office 
Savings Bank and of the number of telephone calls both of different length and 
made by different subscribers. He has sought another science, where actual 
frequency distributions have been satisfactorily explained by theory, and has 
chosen thermodynamics rather than the more suitable biological sciences. The 
introductory chapter discusses at length the role of analogy in scientific argument 
and follows this up with a similar treatment of entropy. Unfortunately, on 
p- 15, Dr. Lisman betrays that he has no very clear idea of what economists mean 

y a demand curve. There follows the most interesting section of the pamphlet 
in which various empirical frequency distributions are discussed and portrayed 
on logarithmic probability paper. The assertions about the precise nature of each 
distribution might be more readily believed if x* had occasionally been used to 
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test the goodness of fit of any assumed distribution. Next he attempts to draw 
an analogy between the kinetic theory of gases, and financial transactions. The 
analogy is not a plausible one, and appears to be little more than a somewhat 
uncritical effort to use results in physics to explain economic phenomena. Finally, 
there is an unilluminating discussion of the analogy between H. T. Davis’s theory 
of Budgets (The Theory of Econometrics, pp. 170 et seq.) and thermodynamics. 
Having decided to identify entropy with utility, Dr. Lisman makes the astonishing 
discovery that in maximising utility homo oeconomicus obeys the second law of 
thermodynamics! This sort of nonsense can do nothing to help those anxious to 
escape from the determinism of current mathematical economics to formulations 
where chance and frequency distributions play their proper part. Some time 
no doubt the Theory of Stochastic Processes, now being developed elsewhere, 
will be of use in economics; and now that Dr. Lisman’s faith in analogy seems 
to have been shaken by his excursions into fantasy, perhaps his future work will 
be directed to hastening the arrival of that day.] 


INTERNATIONAL. 


Freedom of Association and Conditions of Work in Venezuela. 
Geneva : International Labour Office (London: Staples Press), 1950. 
93". Pp. 185. 6s. 


[The report of a Mission sent to Venezuela, at the request of its Government, 
by the International Labour Office.] 


International Monetary Fund. Annual Report, April 30, 1950. 
Washington D.C.: International Monetary Fund, 1950. 9”. Pp. 
xi + 160. 

[To be reviewed.] 


ORGANISATION FOR EUROPEAN Economic Co-OPERATION. Report 
on Internal Financial Stability. Paris: O.E.E.C., 1950. 10’. Pp. 
140. 


(This survey deals, first in general terms and then in relation to each of the 
eighteen countries, with the inflationary and deflationary factors at work in 
Europe down to March 1950. In many respects increasing output and the 
elimination of bottlenecks have made the problems easier. On the other hand, 
the period under review covered the devaluations of 1949, substantial diminution 
of American aid and a continued high level of investment. In a majority of 
countries inflationary pressures, before the outbreak of war in Korea, had been 
brought fairly effectively under control. In Belgium, Germany and Italy 
prices were falling and unemployment was high, partly for structural reasons, 
but partly also for lack of effective demand. The Working Party that produced 
the report stresses the growing importance of maintaining internal stability 
if trade between the European countries is to be progressively liberated without 
repercussions. Deflation in one country, it is emphasised, may create difficulties 
for others by diminution in their exports. At the same time, consumption 
levels must take account of the progressive reduction of American aid.] 


Tin 1949-1950. A review of the world tin industry. The Hague : 
International Tin Study Group, 1950. 10’. Pp. 55. 4s. 

(This annual survey of the world tin position is based on statistical material 
collected by the International Tin Study Group. The year 1949-50 showed great 
changes. Free markets were re-introduced and government control almost 
disappeared. A sharp fallin consumption towards the end of 1949 and the steady 
increase of production led (temporarily as we now know) to a break of prices and 
the consideration of an intergovernmental commodity agreement.] 


UnitEeD Nations. Annual Report of the Secretary-General on the 
Work of the Organization, | July 1949-30 June 1950. Lake Success: 
United Nations (London: H.M. Stationery Office), 1950. 11”. 
Pp. xiv + 43. IIs. 

[One chapter of this report is devoted to economic and social questions. The 


economic section of the chapter deals, inter alia, with such questions as the plans 
for producing world economic surveys, the studies of economic stability and full 
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employment, the development of under-developed areas, commodity problems 
and the activities of the regional Economic Commissions. The social problems 
include human rights, the status of women, planning of social development, 
population and migration, social welfare and narcotic drugs.] 


UnitEep Nations. Economic Survey of Asia and the Far East, 
1949. Lake Success: United Nations (London: H.M. Stationery 
Office), 1950. 9”. Pp. xix + 485. 22s. 6d. 


[To be reviewed.] 


UnitEp Nations. Implementation of Full Employment Policies. 
Report No. 1, Second Half of 1949. Lake Success: United Nations 
(London : H.M. Stationery Office), 1950. 9’. Pp. 52. 3s. 


[This report begins by analysing the replies of twenty-one countries to the 
questions addressed to them by the Secretary-General. These included questions 
about measures to stimulate consumpt‘on, to encourage private investment, to 
increase public investment, to increase government expenditures, to increase net 
exports. The countries fall into five main groups: the first, which includes the 
United Kingdom, had virtually no unemployment; the second had significant, 
but relatively low, unemployment; the third, which in the second half of 1949 
included the United States and Belgium, had unemployment which seemed to be 
of serious proportions; the fourth and fifth groups were undeveloped and non- 
self-governing territories. Some of the replies of certain countries are printed 
in extenso, including those of the United Kingdom and those made on behalf of 
our dependent territories.] 


Proceedings of the United Nations Scientific Conference on the 
Conservation and Utilization of Resources. Vol. I. Plenary Meetings. 
United Nations : Dept. of Economic Affairs (London : H.M. Stationery 
Office), 1950. 11”. Pp. lxi+ 431. 32s. 6d. 


[The record of a Conference held at Lake Success during August and September 
1949, at which some 700 scientists met to discuss and consider over 500 papers. 
The complete record will fill a total of eight volumes. This first volume includes 
a verbatim record of the plenary meetings and the papers discussed at them. 
The subjects were very varied. They included studies of the world resources 
in relation to population (Colin Clark contributing a paper), critical shortages 
(with a paper on food shortages by Sir Herbert Broadley), the interdependence 
of resources, soils and forests, fuels and energy, metals and minerals, resources 
creatable by applied technology, resource appraisal, techniques for less-developed 
countries, river-basin development and finally a symposium on future lines of 
study.] 
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